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PREFACE. 


This  little  work,  which  makes  no  preteusions  to  originality, 
is  based  upon  Mill  and  Fawcett.  It  is  an  attempt  to 
present  in  a  small  compass  enough  information  to  enable 
students  to  pass  the  B.A.  or  M.A.  examinations  of  the  Indian 
Universities  in  this  subject.  A  large  part  of  the  book  has 
been  delivered  in  the  form  of  lectures  to  students  of  my 
classes  at  the  Presidency  College.  I  have  treated  at  some 
length  the  important  topics  of  Socialism,  the  Gold  Discoveries, 
Monometallism  or  Bimetallism,  as  being  foremost  in  the 
minds  of  all  thinkers  on  Economics  in  Europe  or  in  India 
at  the  present  day. 
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CHAPTEE  I. 

INTRODUCTORY. 

"  Political  Economy  is  tlie  science  wliicli  traces  the  phenomena  of 
the  production  and  distribution  of  wealth  up  to  their  causes  in  the 
principles  of  human  nature,  and  the  laws  and  events,  physical, 
political  and  social,  of  the  external  world." — Caienes, 

Political  Economy  is  a  science  which  aims  at  the  estabhsh- 
nient  of  general  principles  to  guide  men  in  their  action  in  all 
matters  relating  to  wealth. 

Mill  says,  "  It  is  only  so  far  as  we  regard  action  as  regulated 
entirely  by  competition  that  political  economy  has  any 
claim  to  be  considered  as  a  science,"  for  only  in  this  case  are 
the  actions  of  men  sufficiently  uniform  to  have  a  general 
theory  formed  of  them. 

Sir  George  Baden-Powell  thus  summarises  the  work  of 
political  economy  : — "  Political  Economy  unties  for  inspection 
the  bundle  of  conditions  that  in  its  entirety  is  some  definite 
etfect  or  fact.  The  political  economist  analyses  results  and 
explains  economic  experience.  His  principles  are  the  con- 
stants he  finds  in  circumstances ;  the  substantial  conditions 
which  underlie  circumstantial  varieties.  He  draws  up  a  list 
)f  the  actual  conditions  which  must  be  present  together  if  we 
i,re  to  have  a  given  effect." 

Political  economy,  as  regards  its  premises,  is  a  positive,  as 
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2  POLITICAL   ECONOMY. 

regards  the  conclusions  drawn  from  them,  a  hypothetical 
science.  Its  premises  are  the  facts  of  other  sciences,  but  the 
economic  conclusions  drawn  from  them  are  only  true  if  we 
suppose  disturbing  causes  to  be  absent.  This  is  the  meaning 
of  saying  that  political  economy  explains  "  tendencies  "  only  ; 
it  asserts  that,  given  certam  conditions,  certain  results  will 
follow,  if  other  inHueuces  do  not  intervene. 

There  are  two  methods  of  political  economy.  The  a  priori 
or  Deductive  method  considers  the  effect  of  a  particular  set  of 
causes  by  themselves  by  imagining  h}^Dotheses  and  deducing 
their  results  and  then  comparing  these  results  with  actual 
experience.  The  Historic  or  a  posteriori  method  compares 
economic  phenomena  in  different  stages  of  a  nation's  history, 
or  in  the  history  of  different  countries  in  the  same  stage  of 
development,  and  generalises  from  them.  These  two  methods 
are  specially  appropriate  for  different  branches  of  pohtical 
economy.  Given  a  fully-developed  industrial  community, 
Sidgwick  considers  the  Deductive  method  appropriate  to  the 
statics  of  distribution  and  exchange,  that  is,  it  will  serve  to 
investigate  the  phenomena  of  these  branches  of  political 
economy  in  a  society,  which  does  not  change,  or  if  we  only 
wish  to  investigate  one  stage  in  a  nation's  development  inde- 
pendently of  its  relation  to  others.  The  theories  of  Currency, 
Foreign  Trade  and  of  Money  are  specially  distinguished  by 
Marshall  as  appropriate  subjects  for  deductive  reasoning.* 
For  such  a  study,  method  is  necessary.  Bagehot  says,  "  If  you 
attempt  to  solve  such  problems  as  the  facts  of  commerce 
present,  without  some  apparatus  of  method,  you  are  as  sure  to 
fail  as  if  you  try  to  take  a  modern  fortress  by  common  assault." 
Marshall  points  out :  "  Facts  by  themselves  are  silent,"  and 
some  theory  is  necessary  by  which  to  generahse  them. 

In  studying  the  dynamics  of  wealth — the  changes  in  its 
distribution  and  production — we  "  analyse  and  systematise 
our  common  empirical  knowledge  of  the  facts  of  industry"  by 
means  of  the  Historical  method. 

Statistics   are   "  registered    observations   or    experiments " 

giving  a  "  quantitative   expression"   to   certain  facts.     They 

are   to  be   compared   with   the  conclusions  which  we   draw 

from  the  principles  of  the  science,  and  if  the  results  do  not 

*  Economics  of  Industry ,  p.  29. 
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coincide,  we  have  to  seek  for  some  cause  accounting  for  the 
clitterence. 

There  are  three  schools  of  political  economy : — 1.  The 
Abstract  or  English  school,  of  which  Eicardo  is  the  type. 
Writers  of  this  school  assume  the  universality  and  unlimited 
nature  of  the  desire  for  wealth,  and  neglect  all  human 
passions  and  luotives,  except  those  perpetually  antagonistic 
to  the  desire  for  wealth  and  the  wish  for  the  present  enjoy- 
ment of  costly  luxuries.  They  do  not  consider  how  differently 
the  same  motive,  the  desire  for  wealth,  affects  different 
men,  and  the  man,  of  whom  Eicardo  writes,  seems  so  different 
from  an  ordinary  human  being,  that  he  has  been  well  described 
as  the  "  abstract  economic  man."  Euskin  stigmatises  "  the 
abstract  economic  man  "  as  a  mere  covetous  machine.  Pro- 
fessor Marshall  says  of  this  school :  "  Adhering  to  lines  of 
thought  that  had  been  started  chiefly  by  mediaeval  traders,  and 
continued  by  French  and  English  philosophers  in  the  latter 
half  of  the  eighteenth  century,  Eicardo  and  his  followers  de- 
veloped a  theory  of  the  action  of  free  enterprise  wonderfully 
complete  within  the  narrow  area  which  it  covered,  but  deal- 
ing chiefly  with  problems  relatmg  to  rent,  and  the  value  of 
corn,  which,  in  the  particular  form  in  which  they  were  worked 
up  by  Eicardo,  have  very  little  bearing  on  the  present  state  of 
things."  * 

In  the  words  of  Whewell,  "  Certain  definitions  were  adopted 
as  of  universal  application  to  all  countries  on  the  face  of  the 
globe  and  all  classes  of  society ;  and  from  these  definitions 
and  a  few  corresponding  axioms  was  deduced  a  whole  system 
of  propositions  which  were  regarded  as  of  demonstrated 
validity."  The  "  definitions  "  were  what  Cairnes  refers  to  as  "  the 
knowledge  of  ultimate  causes,"  such  as  the  assumption  that  it 
can  be  always  inferred  how  a  man  will  act  under  certain  given 
circumstances,  and  how  he  will  be  affected  by  certain  motives. 

2.  The  Historical  or  German  school.  This  school  traces  the 
connection  of  the  present  social  conditions  of  any  country 
with  the  facts  of  its  past  history.  The  function  of  political 
economy  is,  according  to  writers  of  this  school,  wide  enough  to 
explain  all  the  phenomena  of  wealth,  and  therefore  all  causes 
which  influence  men  in  relation  to  wealth  must  be  stated  and 
*  Principles  of  Economics,  pp.  92,  93. 
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have  tlioir  effects  assigned  to  them.  It  is  the  Enumorative, 
or  what  Bagehot  calls  the  All-case  method,  and  requires  that 
all  the  facts  of  a  subject  should  be  known  before  we  commence 
to  reason  about  it. 

3.  The  school  of  Professor  Marshall  differs  from  either  of 
the  others  in  contemplating  with  equanimity  a  partial  re- 
arrangement of  society.  They  regard  the  character  and 
efficiency  of  a  man  not  as  a  constant  quantity  but  as  the  pro- 
duct of  circumstances.  They  question  whether  *  "  the  cruelty 
and  waste  of  irresponsible  competition,  and  the  licentious  use 
of  wealth,"  necessarily  form  part  of  the  institution  of  private 
capital,  or  are  a  necessary  consequence  of  "  the  services  which 
competition  renders  to  society,  by  putting  the  ablest  men  into 
the  most  important  posts,  and  giving  these  in  each  grade 
freedom  for  the  full  exercise  of  their  faculties.  Whilst  they 
agree  that  industrial  progress  depends  upon  gettmg  the  right 
men  into  the  right  place,  and  giving  them  a  free  hand  and 
sufficient  excitement  to  exert  themselves  to  the  utmost,"  they 
do  not  think  it  proved  "  that  nothing  less  than  the  enormous 
fortunes  which  successful  men  now  make  and  retain  would 
suffice  for  the  purpose." 

"  They  are  most  anxious  to  preserve  the  freedom  of  the  in- 
di"\ddual  to  try  new  paths  on  his  own  responsibility.  They 
regard  this  as  the  vital  service  which  free  competition  renders 
to  progress,  and  desire,  on  scientific  groimds,  to  disentangle 
the  case  for  it  from  the  case  for  such  institutions  as  tend  to 
maintain  extreme  inequalities  of  wealth.  Economists  of  this 
way  of  thinking  consider  that  the  privileges  of  capital  and 
wealth  exceed  those  wliich  necessarily  attach  to  "  the  function 
of  the  undertaker  of  business  enterprises." 

The  followers  of  Professor  Marshall  are  distinguished  from 
their  predecessors  by  their  opinion  that  economics  are  more 
closely  connected  with  the  biological  than  with  the  mathe- 
matico-physical  sciences,  and  that  physiological  peculiarities, 
such  as  the  food  of  a  nation,  often  have  important  economic 
results.  As  Herbert  Spencer  says,  "  All  phenomena  displayed 
by  a  nation  are  phenomena  of  life,  and  are  dependent  on  the 
laws  of  life."  f 

*  Marshall,  Some  Aspects  of  Competition,  1890. 
t  Evolution  and  Ethics,  p.  27. 


DEFINITIONS.  5 

A  Law  of  Political  Economy  is  "the  constancy  of  the  rela- 
tion between  facts  and  the  conditions  which  produce  them." 
If  we  can  establish  certain  moral  and  physical  principles,  and 
can  show  that  they  logically  result  in  the  tendency  asserted, 
this  tendency  is  a  law  of  political  economy.  Unlike  the 
laws  of  physical  science,  the  laws  of  political  economy  cannot 
be  stated  quantitatively,  e.g.,  Malthus's  law,  that  population 
increases  in  geometrical  progression,  and  the  means  of  sub- 
sistence in  arithmetical  progression  only,  fails  if  looked  upon 
as  an  exact  statement. 


CHAPTEE  II. 

DEFINITIONS. 

Wealth  consists  of  all  useful  and  agreeable  things  which 
possess  an  exchange  value,  and  which  can  be  valued  in  money. 
According  to  Mill,  "  wealth  is  an  affair  of  human  institution 
only."  Exchange  value  is  a  quality  of  a  commodity  depending 
(1)  upon  its  satisfymg  some  useful  purpose,  (2)  upon  its  being 
difficult  to  obtain,  wdiich  induces  men  to  give  other  thmgs  in 
return  for  it. 

Wealth  can  be  classified  under  three  heads : — 

1.  Material  things. 

2.  Labour  or  services. 

3.  Ptights  and  Plights  of  action  such  as  credits  or 

debts. 
Money  is  a  svibstauee,  by  convention  among  civilised  nations 
gold  or  silver,  by  which  all  other  things  may  be  estimated  in 
value.  It  is  also  the  mechum  of  exchange  as,  instead  of 
bartering  one  substance  for  another,  each  is  exchanged  for  a 
sum  of  money.  The  mercantile  fallacy  confounded  wealth 
with  money ;  nothing  was  considered  wealth  but  the  precious 
metals,  and  a  country  was  considered  wealthy  or  poor  accord- 
ing to  the  greater  or  less  stock  it  possessed  of  them.  Exports 
were  encouraged  because  they  brought  money  into  the  country, 
and  imports  were  discouraged,  as  gold  or  silver  would  have  to 
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he  sent  out  of  the  country  to  pay  for  the  imports.  The 
only  exception  to  the  rule  against  imports  was  that  goods 
for  re-exportation  and  the  raw  materials  of  industry  were 
allowed  to  be  imported. 


CHAPTEE  III. 

REQUISITES   OF   TKODUCTION. 

There  are  three  requisites  for  Production  :  Labour,  Land,  and 
Capital. 

Labour  is  (A)  Productive,  (B)  Unproductive.  Labour 
produces  utilities :  (1)  fixed  and  embodied  in  outward  objects 
made  by  their  equalities  useful  to  man,  such  as  the  products  of 
industry;  (2)  fixed  and  embodied  in  human  beings.  This  latter 
class  of  utilities  embraces  all  the  labour  bestowed  by  persons 
throughout  life  in  improving  the  mental  or  bodily  faculties  of 
themselves  or  others  ;  (3)  which  are  not  fixed  and  embodied  in 
any  natural  object,  but  which  merely  consist  in  a  temporary 
service  rendered,  such  as  the  work  of  an  actor  or  a  showman. 
Labour  which  produces  utilities  fixed  and  embodied  in  out- 
w^ard  objects  or  human  beings  is  productive ;  all  other  labour 
is  unproductive.  Labour  does  not  create  any  natural  objects, 
it  merely  brings  them  into  connection  with  each  other.  Man 
can  do  nothing  but  produce  motion.  The  properties  of  matter 
and  the  laws  of  nature  form  new  natural  objects  by  combin- 
ing into  new  forms  the  elements  brought  into  connection  with 
each  other  by  man. 

Marshall  quotes  with  approval  the  divisions  of  labourers 
into  the  following  classes : — 

1.  Automatic  manual  labourers,  including  common  agri- 
cultural labourers  and  machine  tenders. 

2.  Eesponsible  manual  labourers,  who  can  undertake  some 
of  the  duties  of  superintendence. 

3.  Automatic  brain-workers,  such  as  book-keepers. 

4.  Eesponsible  brain-workers,  such  as  the  directors  of  pro- 
duction.* 

*  Frincijples  of  Economics,  p.  279, 
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Capital  is  wealth  saved  to  help  future  production  by 
providing  food,  protection,  tools,  and  materials  for  the 
labourers. 

Capital  limits  industry.  There  can  be  no  industries  in  a 
country  but  those  which  there  is  a  sufficient  amount  of 
capital  to  support.  If  a  government,  therefore,  impose  a 
protective  duty  on  a  commodity,  and  so  prevent  its  importa- 
tion into  the  country,  in  order  to  cause  it  to  be  produced  at 
home,  they  do  not  enrich  their  country  by  a  new  industry, 
but  merely  compel  a  transfer  of  capital  from  some  other  branch 
of  trade. 

Capital  is  produced  by  saving,  and  may  be  increased  by 
economy  or  the  increase  of  production,  so  as  to  have  a  larger 
fund  to  save  from. 

Though  capital  is  the  result  of  saving,  it  must  be  consumed 
to  fulfil  its  purpose  of  assisting  production.  It  is  kept  in 
continuous  existence,  not  by  preservation  but  by  perpetual 
replenishment.  Capital  needs  perpetual  replenishment,  and 
the  question,  whether  the  unproductive  expenditure  of  a  state, 
— e.g.,  a  war, — should  be  paid  for  by  loans  or  taxes,  is  connected 
with  this  feature.  If  the  loan  is  subscribed  to  with  money 
taken  from  the  capital  of  the  country,  the  debt  which  the 
loan  is  contracted  to  pay  is  extinguished  at  once ;  but  the 
labourers  suffer,  because  the  sum  spent  in  wages  is  diminished 
by  the  amount  of  the  loan,  and  the  country  remains  charged 
with  the  interest  of  the  debt  in  perpetuity. 

Loans  should  only  be  resorted  to : — 

1.  When  they  attract  the  investment  of  foreign  capital. 

2.  When  the  capital  from  which  they  are  paid  would  have 
been  unproductively  consumed  or  sent  abroad  for  investment. 

The  question  whether  Government  Loans  have  only 
absorbed  the  fresh  accumulation  of  capital,  which  would  have 
been  invested  abroad  or  consumed  unproductively,  must  be 
answered  by  considering  whether  they  have  raised  the  rate 
of  interest.  If  they  have,  this  is  because  profits  have  risen 
by  money  having  been  diverted  from  the  employment  of 
labour  to  investments  in  these  loans  without  any  decrease  in 
the  efficiency  of  labour.  The  industrial  improvements,  whicli 
took  place  during  the  French  Revolutionary  or  Napoleonic 
Wars,  prevented  this  diversion  of  capital  from  the  employ- 
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ment  of  lal)our  from  injuring  the  labourers  as  much  as  it 
would  otherwise  have  done. 

If  the  unproductive  consumption  he  paid  for  by  a  tax,  the 
payment  is  more  equally  shared  among  all  classes,  and  if  the 
tax  be  paid  out  of  increased  saving  from  income,  the  labourers 
do  not  suffer.  If  the  tax  is  paid  out  of  capital,  or  if  the 
increase  of  a  tax  results  in  a  decrease  of  revenue  from  it,  it  is 
not  financially  advisable,  unless  in  a  country  of  great  annual 
savings  in  which  there  is  a  probability  that  the  loss  to  capital 
will  be  quickly  repaired. 

What  supports  and  employs  labour  is  the  capital  required 
to  set  it  to  work,  and  not  the  demand  of  buyers  for  the  com- 
pleted produce  of  labour.  "  Demand  for  commodities  is  not 
a  demand  for  labour."  This  demand  determines  only  the 
direction  in  which  a  certain  proportion  of  the  labour  of  the 
country  shall  be  employed ;  it  does  not  determine  whether 
the  amount  of  this  labour  shall  be  greater  or  less.  Thus  a 
demand  for  houses  will  cause  a  certain  portion  of  the  national 
capital  to  be  invested  in  house  building,  but  the  amount  of 
the  capital  thus  invested  is  fixed  by  : — 

1.  The  total  amount  of  capital  available  for  investment. 

2.  The  ratio  of  the  demand  for  houses  to  that  for  other 
things.  This  ratio  determines  the  proportion  in  which  the 
capital  of  a  country  is  invested  in  each  branch  of  production. 

Capital  is  of  two  kinds  :  (1)  Circulating ;  (2)  Fixed. 

Circulating  capital  is  the  material  which,  after  a  single  use, 
no  longer  exists  in  the  same  shape,  and  cannot  again  render 
the  same  service  to  production,  e.g.,  flax  in  making  linen,  or 
the  wages  which  maintain  the  labourers.  Circulating  capital 
requii'es  to  be  constantly  renewed  by  the  sale  of  the  finished 
product. 

The  result  of  a  single  use  of  circulating  capital  must  be  a 
gain  sufficient  to  replace  the  whole  amount  employed,  and  to 
leave  a  profit  besides. 

Fixed  capital,  e.g.,  buildings  or  machinery,  remains  in  use 
for  a  long  time.  The  manufacturer  is,  therefore,  content  to 
wait  for  a  long  time  to  be  completely  reimbursed  his  expenses 
in  production,  a  portion  only  of  the  cost  of  the  fixed  capital 
being  returned  to  him  in  the  price  of  the  manufactured  article 
each  time  it  is  made  use  of. 
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Capital  is  the  chief  economic  requisite  of  all  undeveloped 
countries.  The  low  exchange  has,  in  this  respect,  been  useful 
to  India  by  inducing  the  investment  of  European  capital 
there,  in  developing  the  resources  of  the  country  for  the 
production  of  indigo,  wheat,  sugar,  coffee,  jute,  and  gold. 


CHAPTEE  IV. 

THE   PRODUCTIVENESS   OF   LABOUR. 

The  greater  or  less  productiveness  of  labour  depends  : — 
I.  On  the  qualities  of  the  labourer. 
11.  On  the  security  of  his  position. 

III.  On  the  division  of  labour. 

IV.  On  the  co-operation  of  labour. 

I.  For  labour  to  be  productive,  the  labourer  must  possess 
the  qualities  of  skill,  intelligence,  morality,  and  trustworthi- 
ness :  skill,  that  he  may  know  the  proper  use  of  his  tools ; 
intelligence,  that  he  may  profit  by  instruction ;  morality, 
that  he  may  avoid  injuring  his  health  by  self-indulgence ; 
and  trustworthiness  that  he  may  save  his  employer  the 
additional  expense  of  employing  other  men  to  superintend 
his  labour. 

II.  The  labourer  requires  to  be  secure ;  this  embraces 
both  "protection  by  government  and  against  government." 
Liberty,  or  protection  against  government,  is  the  more 
important  of  the  two.  Labour  is  naturally  more  efficient  in 
proportion  as  the  labourer  is  sure  that  he  will  reap  what  he 
sows. 

III.  Division  of  labour,  or  the  division  of  the  manufacture 
of  an  article  into  several  processes,  each  of  which  is  entrusted 
to  a  particular  workman. 

This  is  the  great  difference  between  the  industrial  system 
of  the  mediaeval  guilds  and  that  which  at  present  prevails. 
The  unit  of  labour  is  no  longer  an  individual  handicraftsman, 
master  of  all  the  processes  of  the  manufacture  of  an  article, 
but  a  group — the  collection  of  workmen  to  whom  the  various 
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pnicesses  of  inamifacture  are  entrusted.  The  workman  liavS 
n(>  longer  complete  control  over  the  article  he  produces,  which 
is  vested  in  the  capitalist  who  supplies  the  funds ;  he  is 
reduced  to  a  mere  caretaker  of  a  machine,  charged  with  the 
duty  of  supplying  it  with  materials  on  which  to  work. 

Free  Trade  is  an  example  of  division  of  labour ;  a  country 
confines  itself  to  the  production  of  those  articles  for  which  it 
has  the  greatest  natural  advantages  and  imports  others. 

The  advantages  of  division  of  labour  are  : — 

1.  Increased  dexterity  of  the  workmen.     Not  having  to 

learn  each  process  of  manufacture,  they  can  learn 
the  one  on  which  their  attention  is  concentrated 
more  perfectly. 

2.  The  time  is  saved  which  the  workman  loses  in  passing 

from  one  process  of  the  manufacture  to  another. 
Fawcett  regards  this  change  of  occupation  as  an 
advantage,  for  it  prevents  the  labour  becoming 
monotonous,  and  so  inefficient. 

3.  If  a  man's  attention  is  concentrated  on  one  particular 

process,  there  is  more  chance  that  he  may  invent  a 
machine  to  facilitate  and  abridge  the  labour  necessary 
in  it. 

4.  A  labourer  may  be   exclusively   employed   on   that 

process  of  the  manufacture  which  he  can  perform 

iDCSt. 

IV.  Co-operation  of  laliour  is :  (1)  Simple,  when  many 
persons  work  together  in  the  same  place,  time,  and  way,  as  in 
raising  a  weight ;  (2)  complex,  when  many  persons  help  one 
another  by  di\ision  of  labour  often  unconsciously.  Con- 
nected with  this  is  Wakefield's  theory  of  colonisation,  which 
enunciated  the  necessity  of  planting  a  town  population  near 
an  agricultural  one  in  a  new  colony,  in  order  to  provide  the 
latter  with  a  market  for  their  surplus  produce,  and  to  ensure 
that  they  should  not  confine  themselves  to  merely  raising 
enough  for  each  household. 

Production  may  be  conducted  on  a  large  or  small  scale. 

The  advantages  of  the  former  are  : — 

1.  More  extended  di\4sion  of  labour  is  possible.  DiAd- 
sion  of  labour  depends  upon  the  demand  for  the 
commodity,  and   should   be  carried   far   enough  to 
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ensure  that  each  person  to  whom  a  particular 
process  is  entrusted  should  have  full  employment  in 
it.     There  is  thus  greater  economy  of  skill. 

2.  The   employment   of    more   expensive   machinery  is 

possible. 

3.  The  large  manufacturer  can  afford  to  experiment  and 

to  create  wants  by  showing  the  public  something  it 
has  never  seen  before,  but  which  it  wants  as  soon 
as  it  sees. 

4.  A  wholesale  business  is  conducted  more  cheaply  than 

one  on  a  small  scale. 

5.  The  large  manufacturer  has  no  need  to  pay  attention 

to  details,  and  can  devote  his  undivided  attention  to 
the  most  important  points  of  his  business. 
The  advantages  of  the  small  scale  of  production  are  : — 

1.  More  careful  supermtendence  on  the  part  of  the  master 

who  can  pay  more  attention  to  small  gams  and 
losses. 

2.  The  master  is  less  dependent  on  the  service  of  hired 

subordinates,  which  is  often  wanting  in  industry  and 
zeal.     Being  sure  of  their  wages  unless  they  commit 
grave  faults,  there   is  a  tendency  to   slackness   in 
their  work. 
The  question  which  scale  is  most  profitable  really  means 
which  scale  causes  the  produce  to  be  in  the  greatest  propor- 
tion to  the  expenses,  and  so  allows  the  manufacturers  working 
on  it  to  undersell  the  manufacturers  working  on  the  other. 

There  are  certain  enterprises  of  such  magnitude  as  to  be 
beyond  the  power  of  private  individuals,  or  the  duties  entrusted 
to  those  who  conduct  them  are  so  important  as  to  require  the 
security  of  a  great  subscribed  capital  for  their  due  performance. 
Railroads  and  the  conveyance  of  mails  by  lines  of  ocean 
steamers  are  undertakings  of  this  sort,  and  they  are  best 
carried  out  by  joint-stock  enterprise  ;  one  large  capital  being 
collected  by  the  aggregation  of  many  small  sums.  These 
undertakings  also  suffer  by  being  in  the  hands  of  hired 
servants ;  but  a  payment  of  part  of  the  wages  of  these  servants 
in  the  form  of  a  percentage  on  the  profits  would  often  make 
them  interest  themselves  in  the  success  of  their  enterprises 
entrusted  to  them. 
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The  law  of  the  increase  of  labour  is  that  it  is  in  proportion 
to  the  area  of  fertile  laud  wliich  produces  food  for  its  support. 
The  checks  on  the  increase  of  the  population  are  : — 

1.  Positive. 

A.  Disease. 

B.  Vice,  a  chief  cause  of  infertility  of  marriages. 

C.  Enforced   celibacy   of   certain    classes,   such   as   the 

clergy  in  Eoman  Catholic  countries. 

D.  The    custom    of    various    countries,    which    forbids 

marriage  till  the  contracting  parties  have  attained 
a  certain  age. 

2.  Moral. 

Voluntary  abstinence  from  marriage,  or,  in  the  case  of 

married  people,  abstinence  from   multiplication  in 

order  to  retain  a  certain  standard  of  comfort,  and  to 

give  the  children  which  have  been  borne  the  same 

position  as  that  occupied  by  their  parents. 

In  the  United  States  the  amount  of  fertile  laud  is  practically 

unlimited,  and  the  supply  of  food  can  be  largely  increased 

without  having  recourse  to  less  fertile  land,  and  therefore 

raising  the  price.     For  this  reason,  men  can  multiply  in  the 

United  States  at  the   highest  possible  rate  without  check. 

The  United  States  and  the  West  Indies  both  require  more 

labour,  the  former  in  order  to  develop  the  resources  of  the 

country,  and  the  latter  because  the  freed  negroes  will  do  no 

more  work  than  will  support  themselves.     The  wants  of  the 

United  States  are  being  supplied  by  emigration  from  Europe, 

and  those  of  the  West  Indies  by  coolie  labour  imported  from 

India. 


CHAPTEE  V. 

PRODUCTIVENESS   OF   LAND. 

The  productiveness  of  land  depends  on  : — 

1.  Fertility. 

2.  Advantage  of  situation. 

However  fertile  land  may  l^e,  it  cannot  be  considered  pro- 
ductive, unless  its  produce  can  be  easily  and  cheaply  carried 
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to  a  place  where  it  can  be  disposed  of  at  a  remunerative  rate. 
The  vast  pasture  lands  of  Australia  afford  a  good  example  of 
this.  Before  the  gold  discoveries,  the  meat  of  the  sheep,  which 
produced  the  wool,  the  principal  staple  of  Australia,  was  value- 
less, and  their  bodies  were  boiled  down  for  tallow.  The  gold 
helds  brought  a  large  emigrant  population  into  Australia,  and 
then  there  was  a  profitable  market  for  the  meat.  The 
increased  speed  of  steamers,  and  the  discovery  of  the  refri- 
gerating process  and  the  growth  of  the  tinned  meat  trade,  have 
now  made  it  possible  to  export  this  meat  to  Europe. 

As  water  carriage  is  cheaper  than  land  carriage,  those 
countries  which  enjoy  a  maritime  situation,  good  harbours, 
and  navigable  rivers  allowing  trade  to  be  carried  into  the 
interior,  have  the  advantage  over  other  less  favoured  countries 
of  being  able  to  carry  on  their  commercial  operations  at  a 
cheaper  cost,  and  therefore  to  sell  their  produce  at  a  cheaper 
rate. 

3.  Good  supply  of  minerals. 

To  enable  the  resources  of  a  country  to  be  developed  to  the 
greatest  possible  extent  it  is  necessary  that  it  should  have  a 
good  supply  of  minerals  in  favourable  situations.  We  may 
illustrate  this  by  pointing  to  the  great  industrial  develop- 
ment which  took  place  when  it  was  discovered  that  iron  could 
be  smelted  with  coal  as  well  as  wood,  and  when  abundant 
beds  of  coal  and  iron  ore  were  discovered  in  close  proximity 
to  each  other  ui  the  North  of  England. 

4.  A  favourable  climate  is  also  of  great  advantage  to  the 
productiveness  of  a  country,  as  it  makes  all  industrial  build- 
ings last  longer,  and  lessens  the  bodily  wants  of  the  labourers, 
leaving  more  labour  available  for  productive  employment. 
Closely  connected  with  the  question  of  the  productiveness 
of  land  is  the  inquiry  whether  agriculture  on  the  large  or 
small  scale  is  more  productive. 

On  the  side  of  farming  on  a  large  scale  the  advantages 
are : — 

1.  The  expenses  of  production  are  proportionately  less,  e.g., 
five  flocks  of  100  sheep  each  would  require  a  shepherd  apiece, 
but  one  flock  of  500  sheep  would  not  require  five  shepherds. 

2.  Increased  cheapness  of  large  purchases. 

3.  Machinery  can  be  used  to  a  greater  extent  as  the  farmers 
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possi>ss  more  cajiital.  It  must  be  remembered  that  agricul- 
tural maehiues  can  only  be  used  to  advantage  in  a  tiat  open 
country. 

4.  More  manure  from  cattle  is  available. 

5.  Liirge  farms  generally  give  a  greater  return  in  propor- 
tion to  the  labour  expended  on  them  than  small  farms, 
as  they  are  not  farmed  so  highly. 

The  gross  produce  of  the  land  is  greater  under  small  cultiva- 
tion, but,  as  there  are  more  people  employed  upon  the  land 
than  under  cultivation  on  a  large  scale,  the  net  produce  is 
smaller. 

The  agricultural  population  of  France  is  treble  that  of 
England,  but  the  agricultural  produce  only  double.  This 
would  show  not  that  small  farming  is  disadvantageous,  but 
that  the  fault  of  French  agriculture  is  that  agricultural  pro- 
perties are  often  too  small  and  broken  up  into  inconveniently 
scattered  parcels. 

There  are  few  small  proprietors  in  England  owing  to : — 

1.  The  Laws  of  En.tail  and  Primogeniture,  which  favour  the 
aggregation  of  large  masses  of  land  in  the  hands  of  a  few. 

2.  The  English  Land  Law  is  complicated ;  deeds  for  con- 
veying landed  property  from  one  man  to  another  are  there- 
fore expensive. 

3.  The  possession  of  land  in  England  gives  a  social  advan- 
tage, which  raises  its  price  above  its  mere  commercial  value. 

4.  The  Statute  of  Frauds,  1677,  declared  that  all  interests 
in  land,  if  created  by  any  other  process  of  law  than  by  deed, 
should  be  treated  as  mere  tenancies  at  will.  This  extinguished 
the  tenancies  of  all  yeomen,  who  had  held  their  lands 
at  a  small  customary  rent,  but  had  no  written  evidence 
to  prove  their  tenure,  and  even  ousted  freeholders  similarly 
situated. 

5.  The  crops  usually  grown  in  England  are,  as  a  rule,  only 
profitable  if  grown  on  a  large  scale,  and  the  necessary  expense 
is  generally  too  great  for  small  proprietors  to  afford. 

Where  small  farms  are  possible,  they  enjoy  the  advantage 
of  more  careful  superintendence  on  the  part  of  the  farmer. 
The  master's  eye  is  able  to  be  everywhere,  and  greater 
attention  is  paid  to  small  gains  and  losses.  Peasant  proprie- 
tors are,  as  a  rule,  distinguished  for  economy  and  foresight,  and 
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exercise  great  self-restraint  in  marriage  and  having  children. 
They  have  been  known  to  execute  important  agricultural 
works  for  draining  and  irrigating  their  land  by  means  of 
co-operation  of  labour.  The  advantages  of  both  systems  of 
cultivation  can  be  secured  by  associations  of  labourers. 

It  is  on  this  account  that  no  reform  has  ever  contributed 
more  to  the  prosperity  of  a  country  than  the  reform  of  the 
Prussian  Land  Law  by  Stein  and  Hardenberg  in  1812.  The 
peasants  held  the  lands  under  certain  vexatious  conditions  of 
free  labour  upon  the  estates  of  their  lords,  dating  from  feudal 
times.  Stein  and  Hardenberg  gave  the  peasants  the  absolute 
ownership  of  two-thirds  of  their  lands,  and  the  remaining 
third  was  given  to  the  landlords  in  compensation  for  the  loss 
of  their  feudal  rights. 

This  brings  us  to  the  general  principle  that  large  farms  pay 
best  for  crops  which  are  grown  in  large  masses,  such  as  grain, 
forage,  and  pasture,  and  small  farms  for  root  crops,  fruit,  and 
plants,  which  require  special  care.  The  nature  of  the  ground 
to  be  cultivated  must  also  be  considered.  Large  farming  is 
out  of  place  in  any  but  a  tlat  country,  as  machines  cannot 
easily  be  worked  except  upon  level  land. 

The  Law  of  Production  from  land  is  that  the  increase  of  pro- 
duce from  land  is  in  a  diminishing  ratio  to  the  labour  employed ; 
that  double  the  produce  is  not  produced  by  doubling  the  labour 
employed  upon  the  land,  after  a  certain  limit  of  productive- 
ness is  passed,  but  a  more  than  proportional  increase  of  labour 
is  required  to  proportionally  increase  the  produce.  The  result 
of  this  is  that  high  farming  costs  more  in  proportion  than  mere 
superficial  cultivation,  and  a  greater  price  must  be  demanded 
for  the  produce  if  it  is  to  be  profitable. 

Since  the  repeal  of  the  Corn  Laws  the  position  of  agricul- 
ture in  England  has  entirely  altered.  In  1840  the  expendi- 
ture per  head  of  the  population  on  imported  food  was  9s.;  in 
1878  it  was  30s.  This  shows  that  the  country  has  become 
more  manufacturing  and  less  agricultural,  and  that  capital  and 
labour  and  large  areas  of  productive  soil  have  been  turned  to 
more  profitable  uses  than  the  production  of  food,  since  Free 
Trade  in  corn  was  established. 

If  England  were  to  be  fed  by  home-grown  wheat,  the  area 
under  wheat  cultivation  must  be  doubled;  but  just  the  contrary 
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of  this  is  what  lias  been  really  done.  In  spite  of  the  growth 
of  towns  and  the  conversion  of  land  to  other  uses  than  agricid- 
ture,  forty-eight  out  of  the  seventy-eight  million  acres  in 
Great  Britain  and  Ireland  are  already  under  cultivation,  and 
of  this  area  the  proportion  under  wheat  to  that  under  other 
crops  has  steadily  decreased  since  the  introduction  of  Free 
Trade.  Between  1873  and  1892  the  area  under  wheat  cultiva- 
tion has  fallen  from  11'2  to  5*8  per  cent.  The  price  of  wheat 
has  fallen  from  58s.  to  26s.  a  quarter,  barley  from  40s.  to  25s., 
and  other  agricultural  produce  in  proportion.  Mulhall  thus 
compares  the  acreage  that  was  arable  and  under  pasture  at 
three  different  periods  during  the  present  reign : — 

]\Iillions  of  Acres. 
1840  1870  1885 


Arable  19-8  241  22-3 

Pasture  24-3  22-2  25-6 

He  is  of  opinion  that  land  in  England  has  fallen  450 
millions  in  capitalised  value  since  1870. 

English  high  farming  is  undersold  by  the  American  system 
of  prairie  cropping,  which  at  present  yields  large  returns  to 
an  insignificant  outlay  of  capital  and  labour.  The  two  systems 
may  be  conveniently  contrasted  as  "  intensive  "  and  "  extensive  " 
farming,  to  use  Professor  Marshall's  terms.  There  is,  however, 
reason  to  think  that  the  effect  of  American  wheat  upon  the 
English  market  has  been  exaggerated,  as  American  wheat  is 
only  one-twelfth  of  the  annual  European  supply. 

It  is  not  likely  that  America  will  continue  to  export  as  much 
wheat  as  she  does  at  present,  for  the  following  reasons : — 

1.  The  quantity  of  wheat  exported  from  America  is  only 
about  one-fourth  of  the  total  quantity  grown  there,  and  if  the 
American  population  grows  at  its  present  rate  of  increase,  it 
will  soon  require  this  quantity  for  its  own  consumption.  The 
wheat-growing  area  of  the  Canadian  North-West  is  doubly  as 
productive  as  that  of  the  American  AVest,  but  the  produce  of 
this  area  also  will  probably  be  required  to  feed  the  increased 
population  in  America  itself. 

2.  The  prairie  cropping  of  America  is  a  system  of  "  earth 
scratching  "  which  necessitates  the  continual  taking  up  of  fresh 
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land,  and  the  supply  of  new  land  which  will  grow  wheat  is  not 
unlimited. 

3.  American  railways  have  been  built  with  foreign  capital, 
and  their  construction  has  often  been  premature ;  they  there- 
fore failed  to  pay  dividends  and  fell  into  the  hands  of  mort- 
gagees. A  good  deal  of  the  capital  expended  on  their  con- 
struction thus  became  extinguished,  and  they  could  afford  to 
carry  wheat  cheaply  as  they  had  only  to  pay  interest  on  a 
diminished  amount  of  capital.  This  advantage  of  cheap 
carriage  will  not  be  enjoyed  by  American  wheat  when  once 
the  country  is  fully  peopled.  Another  cause  of  the  cheapness 
of  American  wheat  is  the  extremely  low  freight  at  which 
ocean  steamers  carry  wheat  to  England  from  American  ports. 
Should  trade  improve,  this  rate  of  freight  will  probably  be 
raised.  If,  from  either  of  these  causes,  the  cost  of  carriage  is 
increased,  the  price  of  American  wheat  in  Europe  must  rise.* 
The  English  farmer  has  the  following  points  on  his  side  in  his 
competition  against  American  wheat : — 

1.  He  is  able  to  dispose  of  the  straw,  after  thrashing  his 
wheat,  at  a  remunerative  price. 

2.  The  labour  he  employs  is  15  per  cent,  cheaper  than 
American  labour. 

3.  English  wheat  is  generally  of  a  better  quality  than 
foreign. 

There  are  better  times  in  store  for  the  British  farmer,  as  the 
price  of  American  wheat  cannot  be  permanently  maintained 
at  its  present  low  figure  in  the  European  market,  and  the 
want  of  good  communications  will  probably  prevent  South 
America  from  exporting  wheat  to  England  at  a  rate  of  cheap- 
ness equal  to  that  of  North  America,  though  Argentina  has  at 
present  come  into  the  third  rank  among  our  sources  of  wheat. 
In  the  meantime,  the  British  farmer  should  pin  his  faith  on 
scientific  dairy  and  garden  farming  and  the  "  growth  of  such 
products  as  must  from  their  nature  be  consumed  comparatively 
near  to  their  point  of  origin,"  such  as  dairy  produce,  poultry, 
eggs,  commodities  which  are  least  affected  by  competition. 

*  It  is,  however,  maintained  by  some  authors  that  there  is  no  reason  against 
a  still  further  fall  in  the  price  of  wheat,  as  the  peasants  of  Russia  and  India, 
who  produce  it,  live  by  their  wheat  crop,  and  know  no  other  business. 
The  cultivation  of  wheat  will  therefore  continue  independently  of  the  market 
price. 

B 
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Another  most  important  point  for  tlie  salvation  of  English 
agriculture  is  the  reduction  of  rent.  One  great  cause  of 
the  agricultural  depression  is  that  the  land  has  been  starved. 
The  farmer  cannot  invest  the  proper  amount  of  capital  in  its 
cultivation,  owing  to  the  excessive  increase  of  rent  he  has  had 
to  pay,  often  quite  out  of  proportion  to  the  increased  value 
given  to  the  land  by  the  agricultural  improvements  which 
alone  had  made  it  possible. 

In  the  15th  century  rent  averaged  6d.  an  acre.  From 
1600  to  1700  Gregory  King  says  that  rents  about  doubled 
themselves,  and  Jethro  Tull,  at  the  commencement  of  the  last 
century,  gives  the  average  rate  of  rent  per  acre  as  7s. 
According  to  Arthur  Young,  at  the  end  of  the  18th  century 
this  rate  rose  to  10s. 

The  Corn  Laws  caused  the  rate  of  rent  to  rise  by  leaps  and 
bounds  during  the  Napoleonic  wars,  whilst  the  rate  of  wages 
was  too  low  to  support  the  labourers  and  their  families,  but 
any  deficiency  was  made  up  out  of  the  rates.  In  1830  rent 
averaged  25s.  an  acre,  and  twenty  years  later  38s.  From 
1854  to  1873  its  increase  was  26i  per  cent. 

In  the  face  of  foreign  competition,  farmers  could  no  longer 
pay  these  rents,  and  spend  sufficient  capital  on  the  soil.  To 
pay  the  rent  required  it  was  necessary  to  divert  money  which 
should  have  been  spent  upon  the  soil  in  the  shape  of  fertilis- 
ing manures.  Farmers  kept  their  accoimts  so  badly  that  they 
did  not  realise  that  they  were  paying  their  rents  out  of  their 
capital,  and  continued  to  do  so  rather  than  face  the  initial 
loss  of  10  or  15  cent,  of  theu-  capital,  which  would  be  incurred 
in  giving  up  their  holdings.  English  agricultiu-e  can  never 
flom'ish  till  farmers  are  relieved  from  the  necessity  of  doing 
this  for  the  future,  by  a  reduction  of  rents  equivalent  in 
amount  to  that  by  which  they  have  been  unjustifiably 
increased. 

It  would  also  be  ad\asable  to  extend  the  operation  of  the 
Agricultural  Holdings  Act,  1883,  which  gave  compensation 
to  tenants  for  improvements  miexhausted  at  the  termination 
of  their  leases,  if  they  had  made  use  of  fertilising  manures  or 
entered  into  drainage  operations.  A  fault  of  the  Act  of  1883 
was  that,  if  a  tenant  did  not  terminate  his  tenancy,  but 
continued   to   hold   on   to   his  farm,  he   was   not   protected 
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against  a  rise  in  rent  owing  to  the  increase  in  value  of  the 
farm  brought  about  by  his  own  improvements.  An  Act  for 
the  same  purpose  as  that  of  1883  was  passed  in  1875,  but  the 
landlord  was  allowed  to  contract  himself  out  of  his  liabilities 
in  the  matter,  which  rendered  it  nugatory. 

It  is  necessary  to  grow  wheat  owing  to  its  place  in  the  rota- 
tion of  crops,  but  many  farmers  in  England  do  not  grow  it  for 
the  market,  but  only  for  feeding  their  stock. 

The  only  exception  to  the  law  of  diminished  production  from 
land  is  in  a  newly-occupied  country,  in  which  the  light  and  poor 
soils  are  cultivated  first,  and  afterwards  the  low  and  swampy 
ones,  as  they  require  more  labour  to  fit  them  for  cultivation. 

The  law  of  diminished  production  from  land  is  counter- 
acted by  agricultural  improvements,  which  are  of  two  kinds. 

1.  Those  which  enable  the  land  to  yield  a  greater  amount 
of  produce  without  a  proportional  increase  of  labour. 

To  this  kind  of  improvements  belong  the  growth  of  agricul- 
tural knowledge  which  has  led  to  the  disuse  of  fallows,  the 
introduction  of  the  rotation  of  crops,  and  the  growth  of  new 
products,  such  as  the  Swedish  turnip. 

2.  Those  which  decrease  the  labour  and  expense  necessary 
to  raise  a  given  amount  of  produce,  e.g.,  agricultural  machines 
and  the  improvement  of  communications. 


CHAPTEE  VI. 

THE   INCREASE   OF  CAPITAL. 

The  increase  of  capital  depends  : — 

1.  On  the  amount  of  the  fund  from  which  saving  can  be 
made. 

This  fund  is  the  surplus  which  remains  after  supplying  the 
necessaries  of  life  to  all  who  are  concerned  in  production,  and 
is  the  net  produce  of  the  country. 

2.  On  the  strength  of  the  dispositions  which  prompt  men 
to  save. 

The  desire  to  save  depends  upon  the  security  and  thrif  tiness 
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of  the  people,  and  upon  the  profit  wliich  can  be  obtamed  in 
return  for  the  use  of  capital,  i.e.,  upon  the  rate  of  interest. 

The  rate  of  interest  depends  upon  the  ratio  between  the 
amount  of  capital  seeking  investment  in  the  form  of  loans, 
and  the  number  and  attractiveness  of  the  enterprises  to  which 
this  capital  can  be  applied.  If  trade  is  brisk  and  the  amount 
of  money  offered  in  loans  is  small,  the  rate  of  interest  will  be 
high,  and  vice  versa. 


BOOK  II. 

DISTKIBUTION. 


CHAPTEE  I. 

PRIVATE   PEOPEETY   AND   INHEEITANCE. 

The  origin  of  private  property  lies  in  the  fact  that  the  primi- 
tive law  courts,  in  order  to  prevent  a  breach  of  the  peace, 
recognised,  as  owner  of  an  article,  the  man  who  first  obtained 
possession  of  it. 

Even  if  the  ownership  had  not,  in  the  first  instance,  been 
lawfully  obtained,  the  courts  recognised  the  man  as  owner 
by  prescription  whose  ownership  had  been  for  a  long  time 
undisputed,  in  order  to  prevent  one  who  bond  fide  thought 
himself  the  owner  of  a  property  being  disturbed  in  his  posses- 
sion by  a  long-dormant  claim.  Property  was  allowed  because 
the  desire  of  acquiring  is  the  principal  motive  of  exertion  and 
economy,  and  therefore  the  chief  incentive  to  progress. 

It  has  passed  through  the  following  stages  : — 

Common  property  and  common  enjoyment. 
Common        „        and  private  „ 

Private  „         and  private  „ 

The  property  of  a  village  was  first  held  in  common  by  all 
the  members  of  it.  The  next  stage  was  that  in  which  each 
member  obtained  the  use  of  a  particular  piece  of  property, 
but  had  not  the  ownership  of  it,  which  belonged  to  the  whole 
village  in  common. 

The  Teutonic  "  mark  "  illustrates  this  : — Each  free  member 
of  the  village  had  the  temporary  right  of  occupation  of  a 
particular  plot  of  arable  land,  but  not  the  ownership,  as,  after 
the  lapse  of  a  fixed  period  of  time,  he  had  to  give  up  his 
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laud  to  some  other  freeman.  At  the  same  time,  each  freeman 
had  the  right  to  pasture  his  cattle  on  the  pasture  land  of  the 
village.  This  is  an  instance  of  common  property  and  common 
enjoyment  as  regards  the  pasture  land;  common  property 
and  private  enjoyment  as  regards  the  arable.  So,  too,  the 
Commune  or  ]\Iir  in  Russia  is  proprietor  of  the  peasants' 
land ;  and  though  every  adult  male  is  entitled  to  an  equal 
share,  which  he  may  cultivate  for  himself,  periodical  re- 
di^'isions  are  made.  The  system  of  common  property  in  land 
also  survives  m  the  "  almends  "  of  the  Swiss  Canton  of  Valais, 
where  a  portion  of  the  lauds  of  the  village  is  still  cultivated 
by  joint  labour.  After  a  time,  the  temporary  enjoyment  of  a 
piece  of  property,  which  first  belonged  to  all  the  freemen  of 
the  ^illage  in  common,  developed  into  perpetual  ownership. 
Bequest  was  recognised,  because  it  is  essential  to  the  idea 
of  property  for  indi^^duals  to  be  able  to  dispose  of  what  they 
have  themselves  created  or  acquired.  Bequests  were  generally 
made  to  children  or  relatives,  because  they  were  usually  on 
the  spot  at  the  death  of  the  person  making  the  tequest  and 
could  claim  first  occupancy,  and  because  property  was  at  first 
held  in  common  by  a  family. 

Mill  would  propose  to  deprive  collaterals  of  the  right  of 
succession,  and,  in  the  absence  of  direct  heirs,  that  the  property 
should  escheat  to  the  State.  He  would  also  limit  the  right  of 
bequest  to  a  moderate  competency. 

Property  in  land  is  attacked  on  the  groimd  that  "  no  man 
made  the  land."  Its  best  justification  is  when  the  landlord,  by 
the  expenditure  of  capital  in  draining  or  manuring,  improves 
the  quality  of  the  land  as  a  productive  agent.  Those  who 
allow  property  in  land  maintain  that  the  State  can  justifiably 
appropriate  by  taxation  a  portion  of  the  "  unearned  incre- 
ment "  to  the  wealth  of  landlords  by  the  foundation  of  towns 
near  their  estates  or  the  improvement  of  commimications  by 
the  construction  of  roads  and  railroads.  Sir  Louis  Mallet 
contested  this  view :  "  The  unearned  increment  is  a  value 
which  is  due  to  no  man's  exertions  and  therefore  unearned ; 
but  no  value  is  due  to  labour,  only  to  utility  and  difficulty  of 
attainment.  No  value  is  therefore  earned,  and  if  property  is 
to  be  disallowed  in  all  unearned  value,  there  can  be  no  pro- 
perty." 
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Fawcett  argued  against  the  unearned  increment  theory, 
that  if  the  State  appropriated  all  increase  of  value  ("  Better- 
ment ")  accruing  to  estates  from  causes  independent  of  the 
landlords,  it  would  be  bound  to  compensate  them  for  any 
depreciation  of  their  estates  arising  from  causes  beyond  their 
control. 


CHAPTEE  II. 

ALTERNATIVE   SCHEMES   TO   PRIVATE   PROPERTY. 

These  schemes  may  be  classed  under  two  heads : — 

A.  Communism. 

B.  Socialism. 

A.  Under  a  system  of  Communism,  land,  capital,  and  the 
instruments  of  production  belong  to  the  community.  The 
produce  is  divided  and  labour  shared,  as  far  as  possible, 
equally,  "  to  each  according  to  his  wants,  from  each  according 
to  his  strength."  This  means  that  each  one  would  consume 
as  much  as  he  wants  and  work  as  little  as  he  wishes.  The 
Shakers,  Amana  Society,  and  Oneida  Perfectionists  are  com- 
munistic societies  in  America  actually  practising  these  prin- 
ciples. Laveleye  points  out  that  communism  is  attractive  to 
reformers  and  workers.  "  The  former  are  drawn  to  it  by  a 
sentiment  of  justice,  the  latter  by  their  own  necessities." 

The  chief  writers  on  communism  are  Eobert  Owen, 
1771-1858,  who  published  his  theories  in  the  N&w 

Owen"*  F'iez^  of  Society,  or  Essays  on  the  Formation  of  the 
Human  Character,  1813 ;  his  Pteport  to  the  Com- 
mittee of  the  House  of  Commons  on  the  Poor  Law,  1817 ; 
and  his  Booh  of  the  Neiu  Moral  World. 

He  carried  his  ideas  into  practical  execution  in  his  cotton 
mills  at  New  Lanark,  near  Glasgow,  at  Orbiston  and  his 
settlement  at  New  Harmony,  Indiana,  U.S.  He  recommended 
the  establishment  of  communities  of  about  1200  paupers  on 
spaces  of  land  from  1000  to  1500  acres.  These  communities 
were  to  Kve  each  in  one  large  building,  each  family  in  its  special 
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rooms ;  but  tlie  children,  after  three  years  of  age,  were  to  be 
taken  from  their  parents  and  brought  up  by  the  community. 
When  these  connnunities  reached  the  maximum  number,  new 
ones  were  to  be  created,  and,  if  necessary,  sent  to  colonise 
fresh  countries.     Tliis  was  his  answer  to  Malthus. 

Owen  was  one  of  the  first  to  practically  realise  the  idea  of 
a  trades  union.  In  1883  he  started  '  the  General  Union  of 
tlie  Productive  Classes,'  and  afterwards  '  the  Grand  National 
Consolidated  Trades  Union,'  which  was  intended  to  be  a 
federation  of  various  trades. 

Etienne  Cabet,  1788-1856,  advocated  communistic  theories 

in  a  work  called  the   Voyage  en  Icaric,  and  acted 
Cabe^'^^    upon  them  in  a  settlement  in  America,  on  the  Eed 

Eiver  in  Texas,  which  he  called  Icaria. 
Louis  Blanc,  1833-82,  author  of   Organisation  du   Travail, 

is  chiefly  known  in  connection  with  the  national 
Blanc      workshops  established,  at   the   State   expense,  by 

the  French  revolutionary  Government  of  1848. 
These  failed  from  want  of  proper  organisation,  and  because 
the  workmen  were  employed  on  unproductive  labour.  It 
appears  that  Louis  Blanc's  scheme  was  intentionally  mis- 
managed by  his  opponents  with  the  object  of  making  it  prove 
abortive. 

B.  Socialism  differs  from  Communism  in  allowing  in- 
equality of  property  if  grounded  on  some  principles  of  justice. 
Land  and  the  instruments  of  production  are  to  be  the 
property  of  associations  of  workmen  (Collectivism  as  opposed 
to  Particularism)  or  the  State,  the  produce  being  shared 
among  the  workers  according  to  some  definite  scheme. 
Capital  is  to  be  held  collectively,  but  private  property  may 
exist  in  other  forms,  and  each  individual  can  dispose  of  his 
share  in  the  equitable  distribution  of  the  produce  of  himself 
and  his  fellow-workers  as  he  pleases.  "  The  alpha  and  omega 
of  Socialism  is  the  transformation  of  private  competing 
capitals  into  one  collective  capital."*  Instead  of  the 
exploitation  of  man  by  man.  Socialism  aims  at  "  the 
exploitation  of  the  globe  by  man  associated  to  man." 
Its  object  is  to  replace  "anarchy  in  production"  by 
"  systematic  and  definite  organisation,"  and  to  do  away 
*  Scliaffle,  Quintessence  of  Socialism. 
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with  the  necessity  for  the  "  struggle  for  individual  existence." 
It  aims  at  bringing  about  "  the  ascent  of  man  from  the 
kingdom  of  necessity  to  the  kingdom  of  freedom."*  It  is 
a  revolt  against  the  factory  system,  by  which  the  entre- 
2yreneur  or  capitalist  gains  "  the  value  in  use  "  of  the  labour 
of  a  vast  army  of  workmen  and  pays  them  only  in  return 
"  the  value  in  exchange,"  a  barely  living  wage.  This  system 
was  rendered  possible  by  the  great  industrial  development  of 
the  last  century,  which  made  "  collective  production  "  general, 
and  is,  tlierefore,  of  essentially  modern  growth. 

The  word  socialism  was  first  used  in  describing  the  ideas 
and  aims  of  Eobert  Owen's  Association  of  all  Classes  of  all 
Nations,  1835.  As  a  scheme  of  economics,  it  may  be  divided 
into  two  principal  schools :  (A.)  State  Socialism ;  (B.) 
Anarchic  Socialism. 

State  Socialism  must  be  contrasted  with  the  individualism 
of  the  older  political  economy.  The  doctrines  of  non-inter- 
ference, freedom  of  contract,  and  laisscz  faire  are  given  up, 
the  functions  of  the  State  are  extended,  and  everything  must 
be  done  with  its  aid  instead  of  independently  of  it.  State 
Socialism  wishes  "  to  restrain  the  play  of  self-interest  and 
egoism  in  the  economic  domain."  Its  ideal  is  extensive 
rather  than  intensive  material  prosperity,  that  a  large  number 
of  citizens  of  a  country  should  reach  a  moderate  standard  of 
wealth,  rather  than  there  should  be  in  it  a  few  millionaires 
and  a  large  proletariat  in  the  depth  of  poverty.  Its  object 
is  "  the  re-establishment  of  a  friendly  relationship  between 
social  classes,  the  removal  or  modification  of  injustice,  a  nearer 
approach  to  the  principle  of  distributive  justice,  with  the 
introduction  of  a  social  legislation  which  promotes  progress 
and  guarantees  the  moral  and  material  elevation  of  the  lower 
and  middle  classes." 

It  does  not,  like  Anarchic  Socialism,  propose  to  reduce  all  to 
a  dead  level  of  uniformity. 

Capital  is  to  be  the  property  of  the  State  or  associations  of 
workmen,  and  the  State  or  these  associations  will  appoint  the 
"  captains  of  industry  "  under  whose  control  all  the  operations 
of  production  will  be  carried  on.  An  alternative  to  State 
Socialism  is  Municipal  Socialism.  Municipalities  like  the 
*  Engels'  Socialism,  Utopian  and  Scientific. 
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London  County  Council  will  buy  out  the  proprietors  of 
industries  like  tnamways  and  gasworks,  and  will  work  them 
in  the  interests  of  their  constituents.  Mr  John  Burns  is  of 
opinion  that  the  rates  could  be  very  largely  reduced  by  the 
protits  wliich  would  be  thus  earned.  The  labourer  is  to  receive 
for  each  article  the  price  of  as  many  hours  of  labour  as  on 
the  average  were  required  for  its  manufacture.  This  price  is 
to  be  paid  in  labour  notes,  which  are  to  be  exchangeable  for 
goods,  as  money  is  to  be  abolished  as  the  circulating  medium. 
As  there  will  he  no  rent  or  interest  to  be  paid,  there  will  be 
notliing  to  prevent  the  realisation  of  the  Socialistic  principle, 
"to  labour  the  full  product  of  labour."  All  are  to  labour 
and  to  receive  according  to  their  works.  More  complicated 
labour,  or  work  which  demands  higher  faculties,  is  considered 
as  simple  unskilled  labour  raised  to  a  higher  power,  and 
receives  higher  remuneration  in  proportion  to  the  higher  value 
attached  to  it. 

The  competition  of  capitalists  will  be  abolished,  and  with  it 
the  destruction  of  capital  that  is  brought  about  by  the  constant 
recurrence  of  periods  of  commercial  crisis.  These  periods 
arise  from  over-production  at  a  time  when  the  purchasing 
power  of  the  working  classes,  who  are  the  majority  of  the 
consmners,  is  constantly  reduced  by  the  operation  of  the  iron 
law  of  wages.  The  nearest  approach  to  the  realisation  of  this 
programme  in  any  European  country  is  in  Prussia,  where, 
besides  the  postal  and  telegraph  system,  railways  are  also 
the  property  of  the  State,  and  workmen  are  compelled  by  law 
to  insure  against  sickness,  accident,  or  old  age,  but  only  pay 
one-third  of  the  cost,  the  other  two-thirds  bemg  paid  by  the 
State  and  the  employer.  In  Victoria  also  the  railways  are 
owned  by  the  State.  The  English  Poor  Law,  which  gives 
every  indigent  person  who  likes  to  claim  it  the  right  of  main- 
tenance by  the  community,  and  the  system  of  free  primary 
education,  are  also  Socialistic  in  their  tendency. 

B.  Anarchic  Socialism. 

This  is  based  on  the  doctrine  of  Proudhon: — 

"  The  highest  perfection  of  society  is  found  in  the  union  of 
order  and  anarchy ;  the  government  of  man  by  man  in  any 
form  is  oppression." 

"Whoever   puts  his  hand  upon   me   to   govern   me   is   a 
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usurper  and  a  tyrant,  and  I  declare  myself  his  enemy."* 
Man  should  be  a  law  unto  himself.  It  is  the  aim  of  this  school 
to  do  away  with  all  central  government,  and  to  allow  society 
to  be  constituted  of  nothing  else  but  a  free  confederation 
of  amorphous  communes. 

The  Paris  Commune  of  1871  is  the  best  illustration  of 
the  scheme,  in  that  it  was  the  revolt  of  the  commune  or 
local  unit  of  self-government  against  the  state  or  central 
government,  j- 

The  history  of   the  movement  that  goes   by  the   general 
name    of    Socialism   dates    from    the    middle   of 

^®°^'j'       the   last    century.      Henri,   Count   de   St   Simon, 

St  Simon.  1760-1825,    wrote     Letters  from    Geneva,   1803 ; 
Industry,  1817 ;    Of  the  Industrial  System,  1821 ; 
New  Christianity,  1825. 

Every  individual  is  to  be  occupied  according  to  his  own 
peculiar  bent  and  capacity,  his  duties  being  assigned  to  him 
by  the  central  directing  authority,  and  his  remuneration  being 
in  proportion  to  the  importance  of  those  duties  in  the  eyes  of 
the  central  authority.  This  authority  is  to  be  popularly 
elected  on  the  ground  of  mental  pre-eminence.  The  teaching 
of  St  Simon  was  continued  and  extended  by  his  disciples, 
Bazard  and  Enfantin,  who  drew  up  the  defence  of  the 
principles  of  St  Simon  addressed  to  the  French  Chamber  of 
Deputies  in  1830.  The  best  instance  of  a  practical  realisation 
of  this  scheme  is  the  Jesuit  settlement  in  Paraguay,  but  its 
success  was  due  to  the  vast  intellectual  interval  which 
separated  the  Indians  from  the  Jesuit  fathers,  who  were  con- 
sequently able  to  exact  unquestioning  obedience. 

Charles  Fourier,  1772-1837  :  Theory  of  the  Four  Movements 
through    which    society    has    passed,    which    are 

Fourier     Savagery,   barbarism,   patriarchalism   and   civilisa- 
tion;   Treatise    on   the  Association    of  Domesticity 
and.  Agriculture,  1812 ;  The  Ncio  Industrial  World,  1830. 

Under  the  system  of  Fourier,  neither  private  property  nor 
inheritance  is  abolished,  and  private  property  is  permitted  in 
capital. 

The  operations  of  industry  are  to  be  carried  on  by  communi- 

*  Confessions  of  a  Revolutionist. 

t  Schaffle,  Quintessence  of  Socialism, 
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ties  of  400  families,  or  about  1800  persons,  combining  their 
operations  on  or  about  a  square  league  of  land  {phalange) 
under  chiefs  chosen  by  themselves.  Every  one  was  to  reside 
in  the  same  pile  of  buildings  (phalanstery)  to  save  labour  and 
expense  in  building  and  to  promote  economy  by  having  only 
a  few  persons  to  do  all  the  buying  and  selling  for  the  whole 
body.  Every  member  of  the  community,  whether  capable  of 
labour  or  not,  has  first  a  certain  minimum  of  the  produce 
assigned  to  him  for  his  subsistence ;  the  remainder  of  the 
produce  is  shared  in  a  certain  fixed  proportion  among  the 
members  according  to  the  labour,  capital,  and  talent  they  have 
contributed  to  the  common  stock.  The  share  assigned  to 
labour  generally  amounted  to  five-twelfths  of  the  produce ;  that 
of  capita]  was  in  proportion  to  each  individual's  share  of  the 
capital  of  the  community,  on  which  he  was  allowed  the  normal 
rate  of  interest,  generally  amounting  to  four-twelfths  of  the 
produce ;  that  of  talent  depended  upon  the  rank  an  individual 
occupied  in  each  group  of  the  labourers,  which  was  conferred 
by  the  rank  of  his  comrades, — this  gene^-ally  averaged  three- 
twelfths  of  the  produce.  It  was  contended  that  this  scheme 
overcame  man's  natural  aversion  to  labour,  as  excessive  toil 
would  not  be  necessary  where  no  labour  was  wasted  and 
everybody  engaged  in  some  sort  of  labour,  each  choosing  that 
kind  of  labour  which  he  preferred. 

Pierre  Joseph  Proudhon,  1809-65,  was  the  author  of  the 

famous    essay,    What  is   Property  1      Property  is 

Proudhon.  RoVbery,  1840 ;  System  of  Economic  Contradictions, 

or  the  Philosophy  of  Misery,  1846 ;   Justice  in  the 

Pevolution  and  the  Chu7'ch, 1858  ;  Confessions  of  a  Revolutionist. 

Proudhon  frightened  the  bourgeois  with  Anarchism,  and 
maintained  that  the  Second  Empire  favoured  Socialism,  hence 
gaining  for  it  support  which  it  would  not  otherwise  have 
obtained.     He  is  therefore  considered  a  traitor  to  Socialism. 

His  socialism  was  of  the  anarchic  school.  Louis  Blanc 
called  his  Confessions  of  a  Revolutionist  "  the  code  of  tyranny 
by  means  of  chaos." 

Ferdinand  Lassalle,  1825-64,  was  the  founder  of  the 
German  Labour  Party  in  1862,  the  first  attempt  of 

Lassalle.  the  Socialists  to  gain  their  end  by  adapting  to 
their  purpose  existing  political  institutions. 
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This  party  in  1890,  under  the  leadership  of  Herrn  Bebel 
and  Liebknecht,  in  spite  of  attempts  at  repression,  received 
1,427,000  votes,  and  returned  thirty-live  members  to  the 
German  Parliament,  having  become  the  strongest  single  party 
of  the  empire.  Its  chief  organ  is  the  widely-circulated  journal, 
the  Vorwdrts. 

In  1862  Lassalle  published  his  lecture,  "  The  Working  Man's 
Programme,  on  the  special  connection  of  the  present  epoch  of 
history  with  the  idea  of  the  working  class." 

In  1862  he  wrote  his  "  Open  Letter  "  to  the  Leipsic  workmen 
expounding  his  political  and  social  economic  programme  for 
the  Socialists,  and  founded  his  universal  German  Working 
Man's  Association. 

His  Bastiat-Scliulze  was  a  controversial  work  written 
against  Schulze-Delitzsch,  the  founder  of  the  workmen's 
credit  banks.  Lassalle  described  Schulze  as  merely  promul- 
gating Bastiat's  ideas  second  hand,  hence  the  title  of  his  book. 

Lassalle  thus  describes  the  iron  law  of  wages,  which  he 
adopts  from  Eicardo,  and  the  theory  of  surplus  value,  which 
are  the  cardinal  points  of  Socialism  : — 

"  The  iron  economic  law,  which,  in  existing  circumstances, 
under  the  law  of  supply  and  demand  for  labour,  determines 
the  wage,  is  this,  that  the  average  wage  always  remains 
reduced  to  the  necessary  provision  which,  according  to  the 
customary  standard  of  living,  is  required  for  subsistence  and 
for  propagation.  This  is  the  point  about  which  the  real  wage 
continually  oscillates,  without  ever  being  able  to  rise  above  it 
or  fall  below  it.  It  cannot  permanently  rise  above  the 
average  level  because,  in  consequence  of  the  easier  and  better 
condition  of  the  workers,  there  would  be  an  increase  of 
marriages  and  births  among  them,  an  increase  of  the  working 
population,  and,  therefore,  of  the  supply  of  labour,  which  would 
bring  the  wage  down  to  its  previous  level  or  even  below  it. 
On  the  other  hand,  the  wage  cannot  permanently  fall  below 
this  necessary  subsistence,  because  then  occur  emigration, 
abstinence  from  marriage,  and  lastly,  a  diminution  of  the 
number  of  workmen,  caused  by  their  misery,  which  lessens 
the  supply  of  labour  and  therefore  once  more  raises  wages  to 
its  previous  rate."  "  From  the  produce  of  labour  so  much  is 
taken  and  distributed  among  the  workmen  as  is  required  for 
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their  subsistence.  The  entire  surplus  of  production  falls  to 
the  capitalist.  It  is  therefore  a  result  of  the  iron  law  that 
the  worlanan  is  necessarily  excluded  from  the  benefits  of  an 
increasing  production  from  the  increased  productivity  of  his 
own  labour." 

Under  the  existing  system,  Lassalle  shows,  the  workman 
cannot  hope  for  improvement ;  he  therefore  aims  at  abolishing 
the  present  relations  between  capital  and  labour.  Productive 
associations  of  working  men  using,  as  capital,  funds  the 
interest  of  which  was  guaranteed  by  the  State,  were  to 
be  the  producers,  and  as  such  to  receive  the  whole  profits 
of  production. 

Karl  Johann  Eodbertus,  1805-75,  called  Jagetzow  from  his 
estate  of  that  name  in  Pomerania,  was,  for  a  short 
Eodbertus.  time  in  1848,  Prussian  Minister  of  Worship  and 
Education. 

His  theory  is  that  rent,  profit,  and  wages  are  all  parts  of 
the  national  income,  produced  by  the  united  efforts  of  the 
workmen.  The  possession  of  land  and  capital  enables  the 
landholders  and  capitalists  to  force  the  workmen  to  divide  the 
produce  with  them  in  such  a  proportion  that  the  workers 
have  only  a  bare  subsistence  left.  The  producers  only  receive 
enough  to  support  them,  and  therefore  a  smaller  relative 
share  of  the  national  wealth,  as  it  constantly  increases.  The 
producers  are  also  the  majority  of  the  consumers,  and,  as  their 
share  of  the  national  wealth  constantly  tends  to  relatively 
decline,  their  purchasing  power  also  declines.  Increase  of 
production  is  thus  met  by  decrease  of  consumption,  the 
amount  of  goods  purchased  diminishes,  contraction  succeeds 
expansion  of  production,  large  numbers  of  workmen  are 
thrown  out  of  work  and  still  further  lose  their  purchasing 
power.  He  thus  accounts  for  commercial  crises  by  showing 
that  the  inherent  laws  of  the  present  economic  system  con- 
tract the  market,  which  capitalists  wish  by  all  possible  means 
to  extend.  His  remedy  is  to  nationalise  production  by 
appropriating  land  and  capital  as  national  property.  As  a 
transition  to  this,  the  State  is  to  fix  a  normal  working  day  for 
the  various  trades,  a  normal  day's  work,  and  a  legal  rate  of 
wages.  It  is  the  fault  of  Eodloertus  and  of  his  successors, 
Wagner  and  Schaffle,  that  theii'  doctrines  are  too  abstract  and 
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their  system  of  Socialism  is  too  centralised,  too  bureaucratic, 
and  would  require  an  army  of  Government  officials  to  put  in 
practice.  These  authors  belong  to  the  school  called  in 
Germany  "  Katheder  Socialisten  "  or  "  Socialists  of  the  Chair," 
professors  whose  economic  doctrines  are  often  too  abstract  and 
theoretical  to  be  capable  of  practical  realisation,  though  they 
have  formed  an  Union  to  promulgate  them. 

Karl  Marx,  1818-83,  is  the  most  important  name 

Marx       "^  ^^®  history  of  Socialism.     Like  Lassalle,  he  was 
a  German  Jew. 

In  1845  he  published  his  Discours  sur  le  lihrc  J^chaoiffe 
and  his  Mish^e  cle  la  PhilosopMe,  a  criticism  of  Proudhon's 
Philosoplde  de  la  Misere,  and  in  the  same  year  his  friend, 
Friedrich  Engels  (1822),  published  his  Condition  of  the  Work- 
ing Classes  in  England.  In  1847  the  League  of  the  Just,  a 
league  of  German  workmen  in  Paris,  was  reorganised  and 
established  in  London  as  the  Communist  League :  this  after- 
wards developed  into  the  International.  Engels  drew  up  the 
Manifesto  of  the  Communist  party  issued  by  this  body.  In 
1848  Engels  and  Marx  returned  to  Germany  and  con- 
tributed to  the  new  Rhenish  Gazette,  a  paper  of  advanced 
democratic  views.  It  is  to  be  noted  that  Engels  is  the  author 
of  one  of  the  most  important  modern  treatises  on  Socialism, 
entitled  Socialism,  Utopian  and  Scientific,  which  was  trans- 
lated into  Enghsh  by  Edward  Avehng,  1892.  In  1849  Marx 
returned  to  London  and  lived  there  till  his  death.  In  1859 
his  Criticism  of  Political  Economy  was  published,  and  in  1867 
the  first  volume  of  his  great  work.  Das  Kafital.  In  1864 
Beesley,  Odger,  and  Marx  founded  the  International  Associa- 
tion for  the  Emancipation  of  the  Working  Classes,  a  society 
intended  for  the  advancement  of  universal  Socialism.  It 
failed  on  account  of  the  antagonism  of  the  historico-economic 
Socialism  of  Marx  and  the  revolutionary  Anarchism  of  Blanqui, 
Bakunin,  and  Prince  Krapotkine.  The  governments  of  Europe 
were  also  at  deadly  enmity  with  this  organisation,  because  it 
desired  to  substitute  the  universal  brotherhood  of  workmen 
for  the  spirit  of  nationality,  which  it  was  their  object  to  foster. 

In  1870  the  International  protested  against  the  Franco- 
German  War.  It  was  only  connected  with  the  revolt  of  the 
Commune  of  Paris,  1871,  in  so  far  as  some  of  its  members, 
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such  as  Blanqui  and  the  German  Franckel,  took  part  in  the 
Commune  in  their  private  capacity.  It  says  not  a  little  for 
the  universal  brotherhood  theory  being  a  reality  that,  in  the 
height  of  the  hatred  for  Germany  at  the  close  of  the  Franco- 
Prussian  War,  Franckel  was  elected  on  the  governing  body  of 
the  Commune,  and  served  as  Minister  of  Labour  and  Exchange. 
In  1872  Marx  and  his  party  expelled  Bakunin  and  the 
autonomists,  who  wished  to  overturn  society  in  order  to 
reduce  it  to  a  free  confederation  of  amorphous  communes.  In 
1873  the  last  congress  of  the  International  was  held  at 
Geneva. 

The  socialism  of  Marx  depends  upon  the  cardinal  prin- 
ciple that  labour  is  the  sole  source  of  value,  and  that, 
nevertheless,  the  labourers,  being  divorced  from  the  means  of 
production,  are  in  the  hands  of  the  capitalists,  who  appropri- 
ate the  surplus  value  of  their  labour  after  paying  them  just 
enough  wages  to  enable  them  to  subsist.  In  other  words,  the 
capitalists  pay  for  labom^  its  exchange  value  and  obtain  for 
themselves  its  value  in  use.  The  object  of  Das  Ka'pital  is 
to  point  out  the  contradiction  between  the  iron  law  of  wages 
and  the  doctrine  that  labour  is  the  sole  source  of  value.  If 
this  is  so,  why  should  the  labourer  only  obtain  barely 
enough  wages  to  keep  him  alive  ?  This  is  the  anomaly  for 
which  Socialism  proposes  the  remedy.  Wages,  according  to 
the  Socialists,  are  not  paid  out  of  capital,  but  are  the  only 
portion  of  the  produce  of  his  labour  which  capitalists  allow 
the  labourer  to  enjoy. 

Under  the  system  of  capitalism,  workmen  are  collected 
together  in  factories,  and  production  is  the  result  of  their  joint 
labour ;  but  the  enjoyment  of  the  produce  belongs  only  to  the 
capitalist.  Property  is  therefore  the  result  of  other  men's 
labour,  and  therefore  property  is  robbery.  Capital  is  pro- 
perty, which  men  abstain  from  consuming  in  order  to  assist 
further  production,  and  therefore  capital  is  robbery  and  not 
the  result  of  abstinence.  As  machinery  improves,  labour  be- 
comes more  and  more  superfluous,  and  labourers  are  forced  to 
join  the  "  reserve  army  of  industry,"  which  can  only  obtain 
employment  when  the  labourer  is  exceptionally  prosperous. 
"Tools  change  into  machines,  the  army  of  the  unemployed  grows 
ever  larger.     The  productive  agencies  of  society  are  grown 
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too  large."  *  The  capitalists  wish  the  reserve  army  to  exist, 
in  order  to  have  an  extra  supply  of  labour  to  call  on  when 
necessary. 

Michael  Bakunin,  1814-76.     It  is  not  a  little  remarkable 

that  Socialism  has  taken  such  a  deep  root  in-  so 

Bakunin.    conservative  a  country  as  Eussia.     It  originated  in 

England  and  France,  but  those  who  developed  the 

movement  were  mostly  German,  and  the  most  advanced  school 

of  modern  Socialists  is  Eussian  in  origin.     The  reason  is  that 

the  official  classes  are  very  largely  of  German  origin,  and  the 

Government  is   therefore  alien   to   the  body  of   the  people, 

and  that  the  Mir  or  Commune,  to  which  Anarchic  Socialism 

wishes  to  reduce  society,  is  still  a  powerful  institution. 

The  Nihilist  movement,  in  its  sympathy  for  the  working 
classes,  has  to  a  great  extent  been  set  on  foot  by  the  writings 
of  Marx  and  Lassalle.  It  is  under  the  influence  of  two 
impulses,  an  impulse  to  Anarchism  from  the  writings  of 
Bakunin,  and  an  impulse  to  more  constitutional  agitation,  of 
which  the  chief  exponent  is  Lavroff.  Bakunin,  in  1852,  was 
exiled  to  Siberia,  and,  escaping  nine  years  later,  joined  Herzen 
in  editing  the  Socialist  paper  called  the  Kolokol,  or  Bell, 
pubHshed  in  London.  Bakunin,  in  1869,  founded  his  Social 
Democratic  alliance,  but  this  came  to  an  end  the  same  year, 
and  he  joined  the  International.  His  principles  did  not  com- 
mend themselves  to  Marx,  who  in  1871  expelled  Bakunin  and 
the  "  Autonomists  "  from  the  society.  Anarchic  Socialism  had 
another  opportunity,  besides  the  Commune,  of  putting  its 
principles  into  practice,  m  the  Communal  rebellion  of  1873 
in  Southern  Spain  at  Barcelona,  Seville,  Cadiz,  and  Cartagena. 
Bakunin,  in  his  God  and  the  State,  thus  defines  the  position  of 
his  school  towards  law,  privilege,  and  authority  of  every 
description : — 

"  The  liberty  of  man  consists  solely  in  this,  that  he  obeys 
the  laws  of  nature,  because  he  has  himself  recognised  them 
as  such,  and  not  because  they  have  been  imposed  on  him  by 
any  foreign  will  whatsoever,  human  or  divine,  collective  or 
individual." 

"  It  is  the  peculiarity  of  privilege  and  of  every  privileged 
position  to  kill  the   intellect   and   the   heart  of   man.     The 
*  Erfurt  Congress. 

C 


34  POLITICAL   ECONOMY. 

]ii-iviloged  man  is  a  man  (1o]n"aYO(l  in  intellect  and  heart." 
"  In  a  Nvord,  we  object  to  all  legislation,  all  authority,  and  all 
intiuence,  privileged,  patented,  official,  and  legal,  even  when  it 
has  proceeded  from  universal  suffrage,  convinced  that  it  must 
always  turn  to  the  profit  of  a  domineering  and  exploiting 
minority,  against  the  interests  of  the  immense  majority 
enslaved." 

After  Eakunin's  death,  the  chief  leaders  of  the  Anarchist 
party  were  Prince  Krapotkine,  author  of  Anarchist  Coni- 
mimism,  Anarchist  Morality,  and  editor  of  La  Kivoltc ;  and 
the  Frenchmen,  Elisee  Recluse,  and  Jean  Grave.  La  R6volte 
is  the  journal  of  theoretic,  Le  Fere  Peinard  of  militant 
Anarchism. 

A  Congress  held  at  Berne  formulated  Anarchist  doctrines 
in  two  sets  of  propositions,  one  negative  and  the  other  affirma- 
tive. 

The  negative  propositions  were  : — 

1.  All  things  are  at  an  end.  There  is  an  end  to  property, 
war  to  the  knife  against  capital,  against  every  description  of 
privilege,  and  against  the  exploitation  of  one  man  by  another, 

2.  There  is  an  end  to  all  distinctions  of  country.  There 
shall  be  no  such  things  as  frontiers  or  international  conflicts. 

3.  There  is  an  end  to  the  State.  Every  form  of  authority, 
elected  or  not,  dynastic  or  parliamentary,  shall  go  by  the 
board. 

The  affirmative  propositions  were  : — 

1.  Do  what  you  choose. 

2.  Everything  is  everybody's.  That  is  to  say,  the  entire 
wealth  of  the  community  is  there,  for  every  individual  to  take 
from  it  what  he  requires. 

The  chief  events  in  the  recent  history  of  Socialism  are 
the  following : — After  Lassalle's  death,  Socialism  broke  up 
into  two  parties,  that  of  Lassalle,  headed  by  Schweitzer 
and  the  Deputy  Hasenclever,  and  that  of  Marx,  headed  by 
Bebel  and  Liebknecht.  The  latter  held  a  Congress,  which 
attracted  a  good  deal  of  attention,  at  Eisenach  in  1869.  The 
retirement  of  Schweitzer  from  the  presidency  of  the  party 
in  1872  removed  the  principal  obstacle  to  union,  and  the  two 
parties  coalesced  as  the  German  Socialistic  Working  Men's 
Party,  which,  in  1875,  published  the  Gotha  programme. 
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In  1877  the  Universal  Socialist  Congress  at  Ghent  came  to 
the  following  resolution  : — 

"  Considering  that,  so  long  as  the  land  and  other  instruments 
of  production,  which  are  the  means  of  life,  are  held  and 
appropriated  by  individuals  and  sections,  the  economic  subjec- 
tion of  the  masses  of  the  people,  with  all  its  attendant  miseries 
and  starvation,  must  continue,  this  Congress  declares  it 
necessary  that  the  State  or  the  Commune,  representing  the 
whole  of  the  people,  should  possess  the  land  and  other  instru- 
ments of  labour."  In  1881  the  law  of  compulsory  insurance 
for  workmen,  partly  at  the  cost  of  the  State  and  the  employer, 
was  passed  by  the  German  Parliament. 

In  1883  Henry  George  published  his  Progress  and  Poverty. 
He  divides   the   produce   into   only  two  portions, 

GeorJe  wages  and  rent,  capital  being,  according  to  him, 
a  form  of  labour.  "  Kent  is  the  result  of  price. 
A  number  of  men,  no  matter  how,  have  gained  possession  of 
the  soil  in  civilised  countries,  and  exact  a  merciless  toll  from 
industry.  As  long  as  this  system  continues,  the  tolls  obtained 
from  the  monopoly  grow  and  inevitably  absorb  all  but  the 
bare  subsistence  of  the  labourer.  Soon  they  grind  down  the 
legitimate  profit  of  capital  to  the  same  beggarly  condition, 
and  the  favoured  idler  will  appropriate  all  wealth  to  himself. 
There  is,  to  be  sure,  a  remedy.  No  huuian  authority  has  a 
right  to  give  away  in  perpetuity  what  belongs  to  society  itself, 
and  is  essential  to  the  existence  of  society.  The  property 
which  people  possess  is  the  mere  creation  of  law.  The 
analysis  of  the  social  economist  proves  that  the  recognition  by 
the  state  of  the  sacredness  of  rent  is  a  mistake.  The  law  of 
rent,  as  formulated  by  Eicardo,  proves  that  it  is  a  danger.  It 
is  the  sole  and  sufficient  cause  why  the  only  producers  of 
wealth,  the  capitalist  and  the  labourer,  toil  all  night  and 
take  nothing.  Away  with  it."  Mr  George  would  therefore 
confiscate  to  the  state  every  scrap  of  value  in  the  soil,  by 
imposing  the  heaviest  possible  taxation  on  rent.  He  denies 
that  wages  are  paid  from  capital,  but  maintains  that  they  are 
produced  by  the  labourer  himself,  quoting  Adam  Smith,  "  The 
produce  of  labour  constitutes  the  most  natural  recompense 
or  wages  of  labour."  The  margin  of  cultivation  regulates 
wages,  which  will  be  greater  or  less,  according  as  the  produce 
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which  labour  can  obtain  from  the  natural  highest  oppor- 
tunities open  to  it  is  greater  or  less.  The  produce  is  divided 
into  two  portions,  that  assigned  to  rent  and  that  assigned  to 
wages.  Tiie  portion  of  wages  is  sub-divided  into  that  of 
interest  and  that  of  wages  properly  so  called.  The  tendency 
is  for  the  portion  assigned  to  rent  to  increase,  so  the  share  of 
the  other  items  is  proportionally  reduced. 

In  the  election  to  the  German  Parliament  of  1890  the 
Socialists  polled  1,427,000  votes  and  secured  thirty-five 
members,  becoming  the  strongest  single  party  in  the  empire. 
In  the  same  year  the  German  Emperor  in\dted  a  Congress 
to  meet  at  Berlin,  to  discuss  various  questions  relating  to 
labour,  thus  showing  the  tendency  of  the  times  to  attach 
ever-increasing  importance  to  these  points.  At  the  last 
election,  the  success  of  the  Socialist  party  was  not  so  marked, 
but  it  still  forms  a  powerful  section  in  the  German  Parlia- 
ment. 

Socialists  also  at  present  enjoy  considerable  parliamentary 
power  in  Belgium  and  France.  In  the  latter  country  they 
claim  to  have  brought  about  the  resignation  of  President 
Casimir  Perier. 

The  new  Parliament  of  1892  saw  the  formation  of  a  British 
Labour  Party,  which  is  the  result  of  a  movement  called  the 
New  Unionism,  which  differs  from  the  old  Trades  Unionism 
in  the  attitude  it  takes  up  towards  Government.  The  old 
trades  unionists  held  themselves  independent,  and  thought 
that  the  workmen  should  settle  all  their  own  concerns  them' 
selves.  The  new  unionists  are  State  Socialists,  and  do  not 
disdain  the  aid  of  Parliament  to  settle  economic  questions, 
such  as  the  Eight  Hours'  Day. 

They  have  formed  a  Labour  Party  in  the  House  of- Commons, 
the  avowed  policy  of  which  is  to  obtain  the  modification  of 
the  English  economic  system  to  suit  their  views,  by  treating 
with  either  of  the  great  parties  in  the  State  on  the  principle 
of  do  ut  des. 

The  Social  Democratic  Federation,  under  Mr  Hyndman,  and 
the  Fabian  Society  have  been  founded  to  familiarise  the 
public  mind  with  Socialist  doctrines  by  means  of  all  sorts  of 
literary  propaganda.  In  the  United  States  the  Association 
of  the  Knicrhts  of  Labour  seems  modelled   on  the  German 


SUBSTITUTES   FOR   PKIVATE   PROPERTY,  37 

Working  Men's  Party,  with  the  exception  that  it  does  not 
attempt  to  acquire  political  influence  or  to  adapt  the  machine 
of  government  to  its  own  ends. 

The  attitude  taken  up  by  the  Church  towards  Socialism  is 
an  essential  part  of  its  history. 

In  1848  Charles  Kingsley  and  Frederick  Denison  Maurice, 
in  Politics  for  the  Peojjic  and  in  The  Christian  Socialist,  a\owed 
their  sympathy  for  the  Chartist  movement  in  England. 

In  1864  Von  Ketteler,  Roman  Catholic  Archbishop  of 
Maintz,  published  his  Workmen's  Speeches  and  Christianitij, 
and  recommended  the  establishment  of  productive  associations 
of  workmen  with  funds  subscribed  by  Roman  Catholics. 

In  1868  German  Catholic  Socialism  started  a  newspaper  of 
its  own,  and  in  1871  Canon  Moufang,  in  an  electoral  address 
at  Maintz,  described  the  programme  of  this  new  offshoot  of 
the  Sociahst  movement. 

In  1878  the  Lutheran  Catholic  Church  in  Germany  followed 
the  lead  of  the  Roman  Catholics,  and  Pastor  Todt  published 
his  Radical  German  Socialis7n  and  the  Christian  Body,  advo- 
cating the  abolition  of  private  property  and  the  wages  system, 
and  the  establishment  of  productive  associations  of  workmen. 
Court-preacher  Stocker,  the  head  of  the  anti-Semitic  move- 
ment, also  gave  in  his  adherence  to  these  schemes.  Recently 
in  England  Cardinal  Manning  showed  a  considerable  leaning 
towards  Christian  Socialism,  and  Bishop  Westcott  of  Durham 
is  the  president  of  an  association  to  promote  its  objects.  This 
association  is  called  the  Christian  Social  Union,  and  is  based 
upon  the  principle  that  religion  is  concerned  with  man's  actual 
state  in  this  present  world  as  well  as  his  possible  state  in  the 
next. 


CHAPTER  III. 

CRITICISM   OF   THE   SCHEMES   FOR   SUBSTITUTES   FOR   PRIVATE 
PROPERTY. 

Criticism  of  these  schemes  is  based  on  five  main  points  : — 

1.  Neglect  of  the  population  question. 

2.  Their  cost  would  probably  be  so  great  that  the  schemes 

would  involve  commercial  ruin. 
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o.  "Weakening  of  the  feeling  of  individual  responsibility 
and  of  the  motives  to  exertion  and  self-reliance. 

4.  It  is  very  probable  that  the  tyranny  of  the  superinten- 
dents of  State  industry  would  be  as  intolerable  as 
that  of  the  capitalists  under  the  present  system. 

o.  It  puts  an  end  to  the  special  function  of  industrial 
ability. 

1.  It  is  argued  that,  whilst  human  nature  remains  what  it  is, 
if  a  labouring  man  is  ensured  a  maintenance  for  himself  and 
as  many  children  as  he  chooses  to  bring  into  the  world,  all 
restraints  on  multiplication  would  be  removed,  and  population 
would  press  much  more  hardly  than  at  present  on  the  means 
of  subsistence. 

2.  Fawcett  estimates  the  cost  of  the  nationalisation  of  the 
land  of  England  at  £4,500,000,000.  This  sum  could  not  be 
raised  at  less  than  4|  per  cent.,  so  that  the  annual  interest 
would  be  £202,-500,000 ;  but  land  or  house  property  does 
not  yield  more  than  3^  per  cent,  interest,  therefore  there 
would  be  an  annual  deficit  in  the  payment  of  the  interest  of 
the  loan  of  1|  per  cent.,  or  £50,000,000,  which  would  have  to 
be  made  up  by  taxation.  If  the  State  were  to  let  the  land 
at  an  uniform  rate,  some,  especially  building  sites,  would  be 
under-rented  and  some  over-rented,  and  an  easy  method  of 
political  corruption  would  be  placed  in  the  hands  of  those 
charged  with  the  letting  of  land. 

If  taxation  had  to  be  resorted  to  for  payment  of  interest  on 
the  loan,  it  is  not  to  be  easily  understood  upon  whom  this 
taxation  would  fall,  as  it  is  the  essence  of  the  scheme  that  the 
State  should  be  owner  of  all  the  means  of  production  in  it. 
The  only  way  out  of  the  difficulty  would  be  to  tax  the 
compensation  paid  to  the  landowners  and  capitalists  on  the 
appropriation  of  their  property. 

Fawcett  also  points  out  that  if  the  means  of  production 
were  nationalised,  the  plant  of  co-operative  societies  and  all 
the  tools  and  money  of  a  thrifty  working  man  in  the  Savings 
Bank  would  be  appropriated  too,  and  so  all  the  advantages 
of  economy  would  be  lost.  The  peasant  proprietors  would 
naturally  object  to  an  appropriation  of  their  property  by  the 
State.  Peasant  proprietorship  is,  therefore,  a  great  obstacle 
in  the  way  of  Socialism ;  to  such  an  extent  is  this  the  case  that 
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the  German  Socialist  leaders  are  said  to  contemplate  abandon- 
ing the  agitation  for  the  nationalisation  of  the  land  out  of 
deference  to  it. 

3.  By  Socialism,  State  help  is  substituted  for  self-help.  A 
man  would  feel  that  he  had  no  longer  to  depend  upon  his  own 
exertions  for  the  improvement  of  himself  and  his  family,  in 
the  event  of  Socialism  coming  into  force.  There  would  be  no 
motive  for  saving,  as  no  economy  could  enable  a  man  to 
acquire  property  or  rise  to  a  superior  class,  so  that  one  of 
the  principal  incentives  to  progress  would  cease  to  operate. 
All  men  would  be  driven  to  conform  to  the  standard  set 
by  the  superintendents  of  production,  and  all  individuality 
of  character  would  cease  to  exist. 

4.  All  unchecked  authority  is  dangerous,  and  Socialistic 
authors  have  hitherto  neglected  to  suggest  any  checks  upon 
the  authority  of  those  superintendents  to  whom  the  charge  of 
the  national  production  is  unreservedly  committed. 

5.  Socialists  ignore  the  distinction  between  labour  and 
ability.  Ability  is  the  chief  constituent  in  the  production  of 
wealth,  as  it  is  necessary  for  the  purposes  of  invention  and  the 
management  of  complicated  industries.  Labour  affects  one 
man's  task  only,  ability  the  tasks  of  the  many  workmen  who 
are  all  under  the  control  of  the  head  of  the  business. 

Socialism  puts  an  end  to  the  "  wages  of  ability/'  and  it  will 
never  be  exercised  if  it  is  oidy  to  be  remu.nerated  on  the  same 
scale  as  labour.  So  much  for  the  difficulties  of  detail  in  putting 
Socialistic  schemes  into  practice.  The  theory  of  Socialism  is 
based  upon  a  fundamental  error.  In  confining  their  conception 
of  labour,  as  the  basis  of  all  value,  exclusively  to  manual  labour, 
the  Socialists  have  neglected  the  fact  that  the  labour  of  the 
capitalist  in  initiating  and  superintending  the  operations  of 
industry  is  just  as  much  labour  as  the  work  of  the  artisan. 
This  labour  of  the  capitalist  is  rather  what  Mr  Mai  lock,  in 
his  Labour  and  the  Popular  Welfare,  calls  ability,  but  it  is 
more  essential  for  the  creation  of  wealth  than  mere  manual 
labour. 

If  we  do  not  accept  the  Socialistic  theory  of  the  origin  of 
value,  but  prefer  to  find  it  in  utility  and  difficulty  of  attain- 
ment, there  is  not  so  much  necessity  for  nationalising  the 
instruments  of  production,  and  it  seems  preferable  to  look  to 
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the  principle!  of  co-operation  as  the  best  means  of  terminating 
the  prcst>nt  divorce  between  capital  and  labour. 

Socialism  has  been  of  immense  service  to  the  world : — 

1 .  As  a  protest  against  the  idea  that  the  good  of  the  com- 
munity is  best  promoted  by  the  play  of  "  enlightened  selfish- 
ness." It  has  enforced  the  importance  of  the  "  ethical  factor  " 
in  all  economic  questions  and  brought  before  all  men's  minds 
their  duty  towards  their  neighbour,  especially  towards  the 
poor.  It  has  encouraged  interference  with  tlie  freedom  of 
contract  in  cases  where  the  parties  to  the  bargain  were  not 
on  an  equality.  The  moral  well-being  of  the  people  is  to 
Socialists  of  more  importance  than  the  productiveness  of  the 
resources  of  the  State. 

2.  It  has  called  attention  to  the  fact  that  capitalism  exposes 
the  commercial  world  to  anarchy  at  the  time  of  strikes  and 
commercial  crisis.  This  anarchy  causes  waste  of  the  products 
of  industry,  and  compels  the  industrial  forces  themselves,  such 
as  ships  and  machinery,  to  lie  for  a  long  time  idle.  Competi- 
tion is  an  essential  feature  of  capitalism,  and  is  the  equivalent 
of  the  struggle  for  existence  in  the  physical  world.  The 
competition  of  the  capitalists  makes  them  try  to  reduce  the 
expenses  of  production,  including  wages,  to  a  minimum,  and 
strikes  are  the  retaliation  of  the  labourers.  CapitaKsts  have 
themselves  seen  that  excessive  competition  causes  their  profits 
to  tend  to  a  minimum,  and  they  have  formed  the  system  of 
Pools  and  Trusts  in  America  to  regulate  it.  These  Pools  or 
Trusts  correspond  to  Sjmdicates  or  Eings  in  England  and 
Prance  and  Cartels  m  Germany. 


CHAPTEE  IV. 

DIVISION   OF   THE   PRODUCE. 

England  and  Scotland  are  the  principal  countries  in  which 
the  three  requisites  of  production  belong  to  different  owners, 
and  the  produce  is  divided  into  wages,  rents,  and  profits.  In 
other  countries  the  produce  is  divided  differently  according  to 
the  ownership  of  the  requisites  of  production. 
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The  case  iii  which  the  same  person  owns  all  three  re- 
quisites of  prodiictiou — land,  labour,  and  capital — embraces 
the  two  extremes  of  the  labourer's  condition  in  existing 
society. 

1.  Where  the  labourer  owns  the  land  he  cultivates,  and 
himself  provides  the  capital  he  uses,  as  do  the  peasant 
proprietors  of  the  United  States,  Scandinavia,  France,  and 
part  of  Belgium.  The  marvellous  fertility  bestowed  upon 
the  land  by  the  "  petite  culture "  of  the  peasant  proprietors 
of  France  is  proverbial.  It  was  of  them  that  Arthur  Young, 
Secretary  to  the  English  Board  of  Agriculture,  wrote  in 
his  pre-Eevolutiouary  Travels  in  France,  "  The  magic  of  pro- 
perty turns  sand  into  gold.  Give  a  man  a  secure  posses- 
sion of  a  bleak  rock  and  he  will  turn  it  into  a  garden ;  give 
him  a  nine  years'  lease  of  a  garden  and  he  will  turn  it  into  a 
desert." 

2.  In  slave  countries  the  master  owns  all  three  requisites 
of  production.  Slave  labour  is  described  by  Cairnes  in  his 
Treatise  on  the  Slave  Power  as  reluctant,  unskilful,  and  wanting 
in  versatility.  In  the  United  States  it  was  only  profitable 
when  the  labourers  could  be  collected  together  in  gangs,  so  as 
to  be  easily  watched,  and  centred  on  a  small  area,  as  in  the 
cultivation  of  cotton,  tobacco,  sugar,  and  rice,  and  when  the 
planters  had  at  their  command  a  large  reserve  of  fertile 
virgin  land.  This  reserve  was  necessary,  as  the  carrying  on 
of  agriculture  in  the  old  States  by  slave  labour  had  to  a  great 
extent  exhausted  the  fertility  of  the  land. 

We  must  next  consider  the  case  in  which  the  same  person 
owns  the  land  and  capital,  and  supplies  the  whole  or  part  of 
the  stock  necessary  for  the  cultivation  of  the  land  by  the 
labourer. 

The  principal  examples  of  this  tenure  are  the  metayers  of 
Italy  and  the  cottier  tenants  of  Ireland. 

The  term  Metayer  is  properly  only  applied  to  the  tenure 
when  the  landlord's  share  of  the  produce  is  half,  but  the 
division  of  the  produce  between  him  and  the  tenant,  and  the 
share  of  the  capital  each  contributes,  vary.  The  peculiarity  of 
the  tenure  is,  that  the  rate  of  division  of  the  produce  and 
the  share  of  the  capital  contributed  by  each  is  fixed  by  undevi- 
ating  local  usage,  and  so  long  as  the  tenant  performs  his  part 
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of  the  bargain,  he  is  not  liable  to  have  his  rent  arbitrarily 
raised  or  to  be  ousted  from  his  holding. 

The  inefHciency  of  the  system  is  due  to  the  want  of  capital ; 
neither  the  landlord  nor  the  tenant  like  to  invest  their  own 
money  to  a  greater  extent  than  the  tenure  obliges  them. 
They  know  they  will  not  be  able  to  reap  the  whole  benefit  of 
the  increased  produce,  but  will  each  have  to  give  a  share  of  it 
to  his  partner  in  the  undertaking,  who  has  contributed  nothing 
to  bring  it  about. 

The  cottier  tenants  of  Ireland  differ  from  tenant  farmers  in 
that  they  do  not  farm  for  profit  but  for  a  subsistence.  The 
rent  of  cottier  tenants  is  fixed  by  a  competition,  not  of 
capitalists  like  rack  rent,  but  of  labourers,  and  it  may  be  forced 
up  in  nominal  amount  to  more  than  the  annual  produce.  The 
tenant  knows  that,  whatever  the  rent  nominally  amounts  to, 
the  landlord  must  leave  him  enough  for  subsistence,  and  that, 
if  he  improves  the  land  himself,  his  rent  will  be  raised  by  a 
corresponding  amount,  so  he  has  no  motive  to  be  industrious. 
Under  this  system  the  land  is  badly  cultivated  and  will  always 
be  so  till  the  tenants  get  security  of  tenure  and  compensation 
for  unexhausted  improvements. 

The  rayats  of  India  resemble  the  cottier  tenants  of  Ireland, 
and  rarely  own  more  than  the  cattle  employed  on  the  land. 
The  State  is  theoretically  the  landlord,  and  it  has  been  the 
object  of  much  legislation  to  give  security  of  tenure  to  the 
cultivators.  In  Bengal  the  zemindar  is  the  middleman  be- 
tween the  cultivators  and  the  State,  and  the  causes  for  which 
he  is  allowed  to  increase  a  rayat's  rent  or  oust  him  from  his 
holding  are  strictly  limited.  In  Madras  and  Bombay  the 
rayats  pay  their  rent  directly  to  Government,  and  in  the 
North-West  Provinces,  Government  makes  the  settlement  of 
the  revenue  with  village  communities,  the  members  of  which 
are  all  conjointly  liable  for  the  shares  of  defaulters.  In  all 
these  provinces  there  is  a  tendency  to  increase  the  number  of 
years  for  which  the  settlement  of  revenue  is  made. 
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CHAPTEE  V. 

INFLUENCES   REGULATING   DISTRIBUTION. 

There  is  this  fundamental  distinction  between  production 
and  distribution,  that  the  former  is  regulated  by  the  laws  of 
nature  and  various  physical  conditions  which  are  independent 
of  human  control,  whilst  the  latter  is  entirely  a  matter  of 
human  regulation.  It  is  only  since  the  revolution  in  industry 
of  the  last  century  that  competition  has  been  of  much  import- 
ance, and  it  is  only  so  far  as  the  action  of  men  in  the  field  of 
economics  is  regulated  by  competition  that  political  economy 
can  be  called  a  science  at  all.  Competition  and  the  gradual 
weeding  out  from  trade  of  those  devoid  of  business  talents  is 
the  industrial  counterpart  of  the  Darwinian  struggle  for  life 
and  the  survival  of  the  fittest. 

In  the  Middle  Ages  the  weak  could  not  make  terms  for 
themselves  by  competition,  but  custom  was  the  source  of  such 
rights  as  they  possessed,  and  these  rights  gradually  developed 
into  law.  Karl  Marx,  in  Cajpital,  has  been  the  first  to  point 
out  that  "  the  economic  structure  of  the  present  capitalist 
society  has  grown  out  of  the  economic  structure  of  feudal 
society,"  the  capitalist  taking  the  place  of  the  chieftain  of 
feudal  times.  Even  now  rent  is,  in  different  countries, 
affected  by  different  influences,  by  competition  in  the  case  of 
rack  rent,  and  by  custom  in  the  case  of  metayer  rent.  The 
influence  of  custom  on  prices  is  overcome  in  modern  times 
by  improved  facilities  of  communication  and  by  the  greater 
cheapness  offered  by  large  capitalists,  who  undersell  the  re- 
tailers. It  is  only  true  of  the  wholesale  trade  that  there  can- 
not be  two  prices  for  one  commodity  in  the  same  market,  for 
in  the  retail  trade  custom  and  vanity  often  make  people  buy 
at  a.  dearer  price  than  they  need. 

Professional  fees,  such  as  those  of  doctors,  are  strictly 
regulated  by  custom  ;  competition  oidy  diminishes  each  man's 
chance  of  obtaining  patients,  it  does  not  lower  the  fees  the 
patients  pay. 
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Competition  cheapens  prices.  A  producer  cannot  obtain 
more  than  the  ordinary  rate  of  profit  for  his  goods,  for  if  he 
demanded  a  price  for  them  which  allowed  him  more  than  this 
rate,  other  producers  would  readily  undersell  him. 

On  the  other  hand,  buyers  compete  among  themselves  to 
buy  goods,  and  will  thus  be  forced  to  give  the  highest  price 
the  goods  are  worth.  The  competition  of  labourers  lowers 
wages,  but  cannot  lower  them  below  the  normal  rate  of  wages 
in  each  district,  as,  if  it  did,  the  labourers  would  cease  to 
midtiply,  part  of  the  capital  of  the  country  would  thus  cease 
to  be  employed  for  want  of  labour,  and  wages  would  return 
to  their  former  rate,  owing  to  the  competition  of  capitalists 
for  labour. 


CHAPTER  VI. 

WAGES. 

Wages  have  been  defined  as  "  the  reward  of  those  who  are 
employed  in   production  with  a  view  to  the  profit  of   their 
employers,  and  who  are  paid  at  stipulated  rates." 
They  consist  of  the  following  elements  : — 

1.  Interest  on  capital  expended  in  training  the  labourer. 
Clergymen  are  often  gratuitously  educated  by  means  of  scholar- 
ships, and  so  the  capital  expended  in  their  education  is  small. 
This  partly  accounts  for  their  professional  incomes  being  gene- 
rally so  limited. 

2.  A  sinking  fund  to  replace  the  wealth  extinguished  by 
the  growing  age  or  declining  strength  of  the  labourer. 

3.  Insurance  against  premature  death  or  loss  of  work. 

The  rate  of  wages  depends  upon  the  ratio  between  the 
number  of  people  working  for  hire,  and  that  part  of  the 
circulating  capital  of  the  country  which  is  expended  in 
the  direct  purchase  of  labour,  excluding  that  part  which  is 
expended  in  the  purchase  of  unproductive  labour,  such  as 
domestic  servants  or  actors. 

]\Ir  Mallock,  in  his  Labour  mid  the  Popular  Welfare,  shows 
that  the  income  of  the  labouring  classes  has  risen  so  quickly 
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that,  in  1860,  it  alone  was  equal  to  the  income  of  all  classes 
taken  together  in  1800.  Mulhall  esthuates  the  increase  of 
wages  from  1840  to  1880  as  50  per  cent.,  but  since  that  time 
the  rate  of  increase  has  fallen  to  from  25  to  20  per  cent. 
Great  as  this  increase  has  been,  it  is  less  than  in  proportion 
to  the  increase  of  wealth  in  England  owing  to  : — 

A.  Increase  of  population  which  lessens  wages — 

1.  By  increasing  the  supply  of  labour. 

2.  By  increasing  the  price  of   food,  so  that  the  money 

wages  of  the  labourers  have  less  purchasing  power, 
according  as  the  real  wages  or  wages  in  kind  (the 
commodities  necessarily  consumed  by  the  labourer 
as  food)  have  gone  up  in  price. 
The  wages  of  labour  are  a  compound  result  of  two  causes — 

real  wages  or  wages  in  kind,  that  is,  the  quantity  the  labourers 

obtain  of  the  ordinary  articles  of  consumption,  and  the  money 

price  of  these  articles. 

The  tendency  of  the  price  of  food  to  rise  is  counteracted  by 

importation  from  abroad,  and  occurs  chiefly  in  articles  which 

cannot  be  easily  imported. 

B.  The  increased  use  of  labour-saving  machinery  has  the 
same  effect  on  wages  as  if  an  addition  of  a  number  of  men, 
equal  to  that  of  those  whose  labour  has  been  saved,  had  been 
made  to  the  labouring  population. 

Machinery  increases  the  return  to  capital,  and  hence  allows 
the  produce  to  be  sold  at  a  lower  price,  or  allows  the  manu- 
facturers to  obtain  a  higher  rate  of  profit.  From  either  of 
these  sources  a  fund  is  set  free  for  the  increased  employment 
of  labour,  which  soon  counterbalances  the  loss  of  those  who 
were  turned  out  of  employment  by  the  setting  up  of  machmery. 
Labourers  profit  by  cheapness  as  workmen,  because  the  more 
products  there  are  to  be  exchanged  for  their  equivalents  the 
more  will  consumption  grow,  the  greater  will  be  the  de- 
mand for  labour  of  various  kinds,  and  the  higher  will  be 
wages. 

Though  labourers  as  a  body  do  not  suffer  by  the  setting  up 
of  machinery,  the  labourers  of  a  particular  trade  often  do, 
and  this  suffering  is  in  proportion  to  the  higher  wages  which 
they  formerly  drew,  owing  to  the  possession  of  some  special 
skill  or  dexterity.      Marshall  points  out  in  this  connection, 
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"  Machinery  decreases  the  demand  for  general  intelhgence."* 

C.  The  investment  of  money  abroad. 

On  this  account  an  increase  of  wages  without  increased 
ethcieucy  of  labour  can  seldom  be  really  profitable  to  the 
labourers,  as,  if  the  rate  of  profit  is  diminished,  more  capital 
will  be  sent  abroad  for  investment,  and  the  amount  spent  in 
the  payment  of  labour  is  proportionally  lessened. 

The  wages  fund  theory  is  that  there  is  a  fixed  amount 
devoted  to  the  payment  of  lal)0ur  in  each  country,  irrespective 
of  the  number  or  "  industrial  quality  "  of  the  labourers,  and 
unalterable  by  the  force  of  law  or  public  opinion,  or  by 
employers  or  under  the  compulsion  of  strikes.  If  wages  are 
forced  up  in  any  trade,  other  trades  must  lose  an  amount 
equal  to  the  extra  wages  gained  by  the  trade,  the  wages  of 
which  have  increased.     Mill  states  it  thus : — 

"  There  is  supposed  to  be  at  any  given  instant  a  sum  of 
wealth  which  is  unconditionally  devoted  to  the  payment  of 
the  wages  of  labour.  This  sum  is  reasoned  on  as  at  any  given 
moment  a  predetermined  amount.  More  than  that  sum  it  is 
assumed  that  the  wages-receiving  class  cannot  possibly  divide 
among  them ;  that  amount  and  no  less  they  cannot  but 
obtain.  So  that  the  sum  to  be  divided  being  fixed,  the 
wages  of  each  depend  solely  on  the  divisor,  the  number  of 
participants." 

It  is  argued  that,  if  the  amount  to  be  given  as  wages  were 
a  predetermined  amount,  wages  in  England  would  not  have 
increased  and  pauperism  diminished,  in  spite  of  the  increase  of 
the  population.  This  is  because  English  manufactures  have 
expanded  and  new  industries  have  been  set  on  foot.  At  the 
same  time,  England,  through  Free  Trade,  can  draw  her  supplies 
of  food  from  countries  where  the  law  of  diminishing  return  is 
not  yet  felt.  Since  the  potato  famine  in  Ireland,  the  popula- 
tion has  decreased,  but  there  has  been  no  rise  in  the  rate  of 
wages.  This  is  because  of  the  decrease  in  the  amount  of 
capital  invested  in  Ireland. 

The  truth  is,  that  raw  material  and  fixed  and  cii^culating 
capital  must  all  be  employed  in  certain  proportions  to  each 
other  for  the  purposes  of  manufacture.  If  the  manufacturers 
desire  a  certain  amount  of  production,  they  know  that  wages 

*  Economics  of  Industry,  p.  165. 
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will  form  a  certain  proportion  of  their  expenses.  To  this 
extent  only  is  the  amount  which  will  be  spent  on  wages 
fixed  and  certain.  The  theory  apparently  owed  its  origin  to 
the  fact  that,  in  the  years  1830-40,  the  amount  available  for 
the  payment  of  labour  appeared  to  be  fixed,  as  the  con- 
ditions enabling  masters  to  raise  wages  were  never  realised. 
"Wages  are  paid  out  of  capital,  they  are  not,  as  the  Socialists 
suppose,  part  of  the  products  of  industry ;  if  they  were,  how 
could  a  navvy  on  the  construction  of  a  railway  be  paid  his 
wages  ?  The  railway  may  not  come  into  operation  for  years, 
it  may  even  be  abandoned  before  opening,  but  yet  the  navvy 
receives  his  wages ;  these  cannot  come  out  of  the  produce  of 
his  labour,  as  nothing  has  been  as  yet  produced.  The  wages 
must  therefore  come  from  the  produce  of  past  labour,  which 
has  been  saved  to  assist  future  production,  i.e.,  from  capital. 

The  relation  of  wages  to  profits  is  said  to  be  that  the  rate 
of  profits  can  never  be  increased  but  by  a  fall  in  wages,  and  is 
never  increased  by  a  better  distribution  of  labour,  by  the  in- 
vention of  machinery,  by  the  establishment  of  roads  or  canals, 
or  by  any  means  of  abridging  labour  either  m  the  manufacture 
or  the  conveyance  of  goods — Eicardo  (M'Culloch,  p.  75) ; 
that  "profits  are  the  leavings  of  wages,"  but  wages  and 
the  cost  of  labour  are  not  identical,  though  often  con- 
fused, as  in  the  following  quotations :  "  There  can  be  no 
rise  in  the  value  of  labour  without  a  fall  of  profits " — 
Eicardo  (M'Culloch,  p.  23),  and  "  profits  vary  inversely 
as  wages ;  that  is,  they  fall  as  wages  rise  and  rise  as 
wages  fall"  (M'Culloch).  This  is  because  the  produce  of  a 
manufactory  is  divided  into  profits  and  wages ;  if  wages  in- 
crease, there  is  less  left  for  profits,  and  vice  versa.  But  if  the 
total  produce  be  increased  by  the  increased  efficiency  of  the 
labourer,  improvements  in  the  management  of  the  factory,  or 
in  the  process  of  production,  the  rate  of  wages  may  remain  the 
same  as  before,  and  yet  the  share  of  the  produce  allotted  to 
profits  be  increased.  The  rate  of  profits  is  more  properly 
described  by  Mill  as  depending  on  the  cost  of  labour.  The 
cost  of  labour  is  arrived  at  by  comparing  the  labourer's  wages 
with  the  amount  of  wealth  his  labour  produces.  If  the  labourer 
becomes  more  efficient,  the  cost  of  labour  will  fall,  because  more 
produce  will  be  raised  with  the  same  wages  as  before,  or  an  equal 
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amount  with  less  wages.  The  efficiency  of  labour,  which 
regulates  its  cost,  depends  upon  the  existence  of  an  abundant 
supply  of  fertile  land  on  which  to  raise  the  necessary  food  at 
a  low  cost.  Where  this  abundant  supply  of  fertile  land 
exists,  as  in  Australia,  wages  may  be  higher  than  in  England 
and  yet  the  rate  of  profit  be  also  higher. 

High  wages  and  high  profits  indicate  a  low  cost  of  produc- 
tion, as  they  are  the  direct  results  of  a  high  industrial  produc- 
tiveness. General  high  money  wages  show  that  bullion  is 
plentiful  in  the  country  in  which  wages  are  high,  or  that  its 
labour  is  so  efficient  that  bullion  can  be  imported  cheaply  in 
exchange  for  its  exports. 

The  relation  of  high  wages  to  good  trade  is  that  capitalists 
can  afford  to  give  high  wages  for  a  time  when  trade  is  good,  as 
their  capital  is  momentarily  more  productive  than  usual,  and 
they  are  realising  more  than  the  ordinary  rate  of  profit.  This 
abnormal  rate  of  profit,  and  with  it  the  opportunity  for  higher 
wages  than  usual  in  the  trade,  soon  disappears  owing  to  the 
action  of  other  capitalists,  wdio  withdraw  their  money  from 
other  investments,  and  hasten  to  invest  it  in  the  trade  which 
pays  for  the  moment  a  higher  rate  of  profit.  This  investment 
from  outside  sources  often  reduces  profits  as  much  below  as 
they  were  formerly  above  the  normal  rate.  The  more  skilled 
the  labourers  are  the  greater  is  the  advantage  they  derive  from 
a  particular  trade  being  exceptionally  prosperous,  as  they 
enjoy  a  temporary  monopoly  which  corresponds  in  duration  to 
the  time  it  takes  to  train  the  additional  supply  of  labourers 
required  for  additional  investment  of  capital  in  the  trade. 

General  high  prices  and  general  real  wages  or  wages  in 
kind  have  no  connection,  as  the  food,  shelter,  and  comforts  of 
the  labourer  are  not  affected  by  the  causes  which  produce  the 
abundance  or  scarcity  of  money.  The  fact  that  general  prices 
are  high  shows  that  money  is  plentiful  in  the  country. 

Prices  in  a  particular  trade  depend  upon  the  cost  of  produc- 
tion, and  the  cost  of  production  depends  upon — (1)  Profits  of 
capital ;  (2)  Taxes ;  (3)  Cost  of  labour.  Both  the  former 
elem.ents  might  increase  and  so  bring  about  a  rise  of  prices 
without  affecting  wages. 

Eicardo's  theory  of  wages  is  that  there  is  a  certain  minimum 
of   wages,  the   lowest   subsistence   allowance   on  which   the 
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labourers  will  consent  to  keep  up  their  numbers  by  marrying 
and  having  children.  This  minimum  depends  upon  the  price 
of  food.  If,  by  improvement  in  agriculture  or  by  repeal  of 
the  Corn  Laws,  the  price  of  food  is  permanently  cheapened, 
wages  will  fall,  unless  the  labourers  require  the  same  standard 
of  comfort  as  existed  before  the  change,  and  restrain  their 
rate  of  multiplication  accordingly.  The  standard  of  comfort 
of  the  labourers  being  given,  money  wages  will  depend  on  the 
price,  and  therefore  on  the  cost  of  production  of  the  articles 
consumed  by  the  labourers.  The  price  of  these  articles 
depends  upon  the  productiveness  of  the  least  fertile  land  in 
cultivation  or  the  least  productive  agricultural  capital  in  use. 
Adam  Smith  assigns  five  causes  to  account  for  the  difference 
in  the  rate  of  wages  between  different  trades. 

1.  Agreeableness  or  disagreeableness  of  the  employments 
themselves.  A  collier  or  a  grinder  of  cutlery  gets  high  wages 
to  compensate  him  for  the  danger  and  disagreeableness  of  his 
trade.  In  the  same  w^ay  professional  dancers  are  looked  down 
upon  and  have  to  be  compensated  for  this  by  high  wages. 

2.  Ease  and  cheapness  or  difficulty  and  expense  of  learning 
the  trade.  Any  trade  which  requires  a  man  to  be  bound 
apprentice  to  a  master  workman  to  serve  for  a  long  time  with- 
out wages,  will  not  be  undertaken,  unless  there  is  a  proba- 
bility that  the  man  will  eventually  earn  enough  wages  to 
compensate  him  for  having  kept  himself  for  a  long  time  whilst 
learning  his  trade.  It  is  this  inability  to  support  themselves 
whilst  learning  a  trade  that  generally  prevents  unskilled 
labourers  from  ascending  into  the  ranks  of  skilled  workmen. 

An  unskilled  workman  often  earns  as  much  as  he  ever  will 
soon  after  he  begins  to  work ;  the  wages  of  a  skilled  workman, 
on  the  other  hand,  are  progressive,  and  proportional  to  the 
skill  he  exhibits.  The  higher  wages  of  the  skilled  labourer 
represent  the  return  to  the  capital  spent  in  training  him, 
and  if  the  skilled  labourer  attains  to  any  exceptional  skill, 
his  remuneration  is  often  of  the  unlimited  nature  of  the  price 
paid  to  the  possessor  of  a  monopoly.  It  is  the  object  of 
trades  unions  to  maintain  this  monopoly  by  restricting  the 
admission  of  fresh  labourers  into  the  trade  they  represent. 

3.  The  constancy  or  inconstancy  of  employment.  A  brick- 
layer or  mason,  who  cannot  work  in  bad  weather,  requires  to 
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be  compensated  for  the  long  period  he  may  be  out  of  work 
by  earning  extra  wages  when  he  is  at  work. 

4.  The  small  or  great  trust  placed  in  the  workman.  If  the 
workman  be  trustworthy  the  employer  is  saved  the  wages  of 
superintendence  and  can  afford  to  give  him  higher  wages.  In 
this  case  the  superior  reward  is  the  effect  of  the  absence  of 
competition,  it  is  the  fruit  of  the  rarity  of  the  desired  quality, 
and  represents  the  price  of  a  kind  of  monopoly,  as  do  the 
extra  wages  paid  to  a  workman  of  exceptional  skill. 

5.  The  probability  or  improbability  of  success  in  the  em- 
ployment. It  is  almost  certain  that  a  boy  trained  to  shoe- 
maid  ng  will  be  able  eventually  to  work  at  the  trade  with  a 
fair  amount  of  success,  but  in  the  profession  of  law  or 
medicine,  the  few  who  are  successful  should  gain  the  income 
which  would  otherwise  have  fallen  to  the  unsuccessful 
majority.    This  is  analogous  to  the  element  of  Eisk  in  Profits. 

Fawcett  considers  that  this  cause  has  not  much  effect  even 
in  the  learned  professions,  because  success  depends  upon 
causes  which  are  out  of  an  individual's  control,  as  for  instance 
in  the  case  of  barristers  upon  acquaintance  with  solicitors. 

Men  often  enter  a  profession  for  the  sake  of  the  position  it 
confers,  or  for  the  sake  of  duty,  as  some  men  enter  the  Church, 
and  then  they  do  not  mind  drawing  an  income  from  it  in- 
ferior to  what  they  might  obtain  from  other  sources.  Fawxett 
adds  that  ignorance  and  the  expense  and  difficulty  of  travel- 
ling often  prevent  a  man  from  moving  from  one  district  to 
another  where  he  might  obtain  higher  wages.  He  instances 
the  Wiltshire  or  Dorsetshire  labourer,  who,  if  he  moved  to 
Yorkshire,  might  obtain  wages  amounting  to  sixteen  or  seven- 
teen shillings  a  week  instead  of  eleven  or  twelve.  In  Yorkshire 
the  wages  are  higher  because  of  the  number  of  other  trades 
there  which  compete  for  the  labour  of  the  agricultural  labourer. 

In  districts  like  Wiltshire  or  Dorsetshire,  the  labourers  of 
which  will  not  readily  move  from  one  part  of  the  country  to 
the  other,  wages  are  more  affected  by  a  change  in  the  ratio  of 
capital  to  population  in  the  district  itself  than  by  any  such 
change  when  it  affects  the  w^hole  country  at  large.  The 
following  remedies  have  been  proposed  for  low  wages : — 

1.  To  have  a  minimum  of  wages  fixed  by  law,  but  if  this 
was  more  than  the  capitalists  could  afford  to  pay,  they  would 
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cease  to  invest  their  money  in  the  business,  as  it  would  no 
longer  return  the  rate  of  protit  to  which  they  consider  them- 
selves entitled,  and  they  would  send  it  abroad  for  investment. 

The  change  would  also  stimulate  an  increase  of  population, 
so  that  the  condition  of  the  labourers  might  soon  be  as  bad 
as  it  was  before  the  minimum  was  fixed,  owing  to  an  increased 
rate  of  multiplication. 

2.  If  the  working  day  were  fixed  by  law  at  eight  hours  in- 
stead of  ten,  and  if  the  labourer  did  not  become  more  efficient, 
the  employer  would  have  to  pay  as  much  for  eight  hours'  work 
as  he  does  now  for  ten,  and  so  his  rate  of  profit  would  fall,  and 
he  would  probably  seek  some  other  mode  of  investment  for 
his  capital. 

If,  on  the  other  hand,  the  employer  raises  his  prices  to 
recoup  himself  for  this  fall  in  the  rate  of  profit,  he  runs  the 
risk  of  being  undersold  even  in  the  English  market  by  foreign 
producers.  If  all  prices  could  be  raised  without  fear  of 
foreign  competition,  the  labourer  would  not  be  benefited, — he 
would  get  greater  money  wages  for  a  given  number  of  hours' 
work.  These  money  wages  would  possess  less  purchasing 
power  owing  to  the  rise  in  prices. 

If  the  State  is  called  on  to  permanently  find  work  at  the 
ordinary  rate  of  wages  for  all  the  unemployed,  it  must  have 
the  power  of  checking  the  increase  of  population,  as  all 
prudential  checks  on  population  would  cease  to  operate.  In 
the  case  of  a  number  of  workmen  thrown  out  of  employment  by 
some  sudden  unavoidable  cause,  it  is  justifiable  for  the  Govern- 
ment to  temporarily  find  work  for  them,  and  if  the  increased 
taxation  necessary  were  paid  from  increased  personal  saving 
or  from  capital  which  would  otherwise  have  been  invested 
abroad,  the  labourers  would  be  benefited  by  the  employment 
of  an  increased  amount  of  capital  productively. 

8.  The  Allotment  System.  If  the  labourers  are  given  allot- 
ments of  land,  they  are  helped  by  their  own  industry,  and  the 
productive  powers  of  the  country  are  at  the  same  time  increased 
by  the  greater  care  and  attention  bestowed  by  the  labourer  on 
his  allotment  than  would  be  bestowed  on  the  same  piece  of 
land  if  farmed  by  a  capitalist  farmer.  The  gross  produce  of 
a  piece  of  land  cultivated  as  an  allotment  is  greater  than  that 
of  an  equal  area  of   land  cultivated  on  a  large  scale.     The 
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Allotment  Acts,  1887  and  1890,  the  Small  Holdings  Act, 
1892,  and  the  clause  in  the  Parish  Councils  Act,  1894,  which 
allows  compulsory  hiring  of  land  for  allotments  by  County 
Council  order,  have  all  been  passed  with  this  object  of  helping 
the  labourer  by  means  of  his  own  industry.  The  danger  is 
that  it  will  stimulate  population,  and  that  the  labourers  will 
multiply  so  largely  that  their  wages,  with  the  allotments 
thrown  in,  may  become  soon  only  equal  in  amount  to  their 
former  wages  before  the  allotments  were  given. 

The  effective  remedies  for  low  wages  are  those  only  which 
increase  capital  or  diminish  the  pressure  of  population. 

1.  An  efficient  scheme  of  national  education  renders  the 
labourer  more  intelligent  and  so  more  efficient.  It  renders 
the  moral  restraint  upon  over-multiplication  operative,  by 
teaching  parents  the  sin  of  bringing  into  the  world  more 
children  than  they  can  hope  to  bring  up  in  at  least  as  good  a 
position  in  life  as  their  ow^n.  It  teaches  the  labourer  the  duty 
of  foresight  and  of  laying  by  for  a  rainy  day,  thus  indirectly 
benefiting  the  community  by  diminishing  the  number  of  those 
who  have  to  be  maintained  by  the  Poor  Eates. 

2.  Emigration.     This  would  be  doubly  effective  : — 

A.  By  relieving   the   congestion   of   population   in   the 

mother  country.  It  is,  however,  the  most  intelligent 
workmen  who  generally  emigrate,  and  these  the 
mother  country  can  least  well  spare. 

B.  Tlie  emigrants  will  be  able  in  the  process  of  time  to 

relieve  the  necessities  of  the  mother  country  by 
exporting  cheap  supplies  of  food. 

3.  Co-operative  associations  of  working  men,  who  would 
become  owners  of  the  instruments  of  production,  providing 
the  necessary  capital  by  small  subscriptions  from  their  own 
body.  They  would  thus  be  able  to  divide  among  themselves 
the  whole  undivided  product  of  labour. 
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CHAPTEE  VII. 

PEOFITS. 

The  constituent  elements  of  profit  are  : — 

1.  Eeward  for  saving.  This  is  calculated  according  to  the 
prevailing  rate  of  interest  in  the  country  on  the  best  security. 

2.  Insurance  against  the  risk  incurred  by  the  loan  of  the 
capital  or  its  investment  in  business, 

3.  Wages  of  superintendence. 

The  reward  for  saving  is  an  invariable  quantity  for  all 
occupations  at  the  same  time  and  in  the  same  country. 

The  insurance  against  risk  and  the  wages  of  superintend- 
ence are  variable  quantities,  and  vary  according  to  the  com- 
parative danger  or  safety  of  the  employment  and  the  "  social 
dignity  "  attached  to  it.  Farming,  for  instance,  is  a  healthy 
employment  in  which  a  gentleman  may  occupy  himself  with- 
out loss  of  social  prestige.  Those  who  employ  themselves  in 
farming  therefore  do  not  expect  so  large  wages  of  superintend- 
ence as  in  other  employments.  When  the  profits  of  an  em- 
ployment are  sufficient  to  give  the  amount  of  reward  for  sav- 
ing, insurance  against  risk,  and  wages  of  superintendence  that 
are  required  by  the  peculiar  circumstances  of  the  trade,  then 
the  natural  rate  of  profit  is  said  to  be  secured.  The  cir- 
cumstances of  each  trade  differ  :  if  there  is  greater  element 
of  danger  in  one  trade  than  in  another,  the  rate  of  profit  in 
that  trade  will  be  permanently  higher.  On  the  other  hand, 
Fawcett  points  out,  "  the  natural  profits  of  farming  are  low 
because  English  tastes  are  such  as  to  make  farming  a  pleasur- 
able occupation." 

When  the  rate  of  profit  in  any  trade  rises  above  or  falls 
below  the  normal  rate,  a  tendency  is  at  once  put  in  motion  to 
cause  it  to  revert  to  that  rate. 

If  profits  are  raised  above  this  normal  rate,  manufacturers 
invest  as  much  capital  as  possible  in  the  trade,  withdrawing 
it  from  other  investments  and  raising  loans  from  bankers  and 
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liill  brokers.     This  increase  of  profit  to  he  made  hy  capital 
invested  in  the  trade  has  the  following  effects : — 

1.  It  increases  the  demand  for,  and  therefore  the  price  of, 
the  raw  material. 

2.  It  diverts  capital  from  other  investments  to  the  trade 
enjoying  these  temporary  high  profits. 

The  supply  of  produce  is  thus  much  increased,  often  more 
than  in  proportion  to  the  demand,  and  prices  fall  till  the  rate 
of  profit  returns  to  its  former  level  or  even  falls  below  it. 

A  trade  cannot  be  quickly  extended  beyond  its  normal 
limits  by  the  investment  of  capital  diverted  from  other  trades  ; 
till  this  is  done  those  already  in  the  trade  enjoy  abnormally 
high  profits.  The  supply  of  labour  also  cannot  be  cj^uickly 
increased ;  till  this  is  done  the  labourers  already  working 
in  the  trade  enjoy  exceptionally  high  wages  owing  to  the 
competition  for  their  labour. 

lu  the  same  way,  if  the  rate  of  profit  in  a  trade  has 
fallen  below  the  normal  level,  production  is  restricted  and  the 
supply  of  goods  falls  off.  The  supply  becomes  less  than  the 
demand,  and  a  tendency  begins  to  operate  by  which  prices, 
and  with  them  profits,  are  restored  to  their  former  level. 

The  general  rate  of  profit  depends  upon  the  excess  of  the  pro- 
ductive power  of  labour  over  the  cost  of  its  support,  i.e.,  upon 
the  cost  of  labour.  The  rate  of  profit  does  not  depend  upon 
wages,  for,  if  labour  becomes  more  efficient,  the  amount  paid 
in  wages  may  be  the  same  as  before,  and  yet,  the  total  amount 
of  the  produce  being  increased,  there  will  be  more  allotted  to 
the  share  of  profit. 

The  cost  of  agricultural  labour  depends  upon  its  cost  when 
applied  to  the  least  fertile  land  in  cultivation  ;  the  least  fertile 
land  in  cultivation  in  Australia  is  better  than  the  least  fertile 
land  in  England,  therefore  the  cost  of  agricultural  labour  is 
less  there  than  in  England,  and  so,  in  spite  of  wages  being  higher 
in  Australia  than  in  England,  the  rate  of  profit  is  also  higher 
because  the  efficiency  of  labour  is  greater.  Agriculture  is  the 
staple  industry  of  Australia,  and  the  rate  of  profit  in  other 
trades  is  regulated  by  it.  If  labour  be  inefficient,  wages  may 
be  low  and  yet  the  cost  of  labour  be  high, 

"  The  cost  of  labour,  and  therefore  the  rate  of  profit,  is  a 
function  of  three  variables,"  which  are — 
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1.  The  efficiency  of  labour :  this  depends  upon  the  supply 
of  fertile  laud. 

2.  The  wages  of  labour :  this  depends  upon  the  proportion 
which  population  bears  to  capital.  The  rate  of  increase 
of  the  population  depends  upon  the  price  of  food,  and  the 
rate  of  the  increase  of  capital  depends  upon  the  security,  fore- 
sight, and  disposition  to  economy  of  the  people,  and  upon  the 
rate  of  profit  obtainable. 

3.  The  greater  or  less  cost  at  which  the  articles  composing 
the  real  reward  of  the  labourer  can  be  produced  or  bought. 
Fawcett  points  out  that  £400  of  every  £1000  spent  in 
agricultural  wages  is  spent  in  buying  bread.  He  supposes 
bread  to  be  reduced  one-fourth  in  price,  so  that  £300  will 
now  buy  the  quantity  of  bread  needed.  The  labourers,  there- 
fore, will  be  as  well  off'  as  before,  if  they  receive  £900  instead 
of  £1000,  for  they  will  be  able  to  buy  just  as  much  bread. 
The  employer  will  thus  have  £100  more  to  spend  in  employ- 
ing more  labour  or  in  some  other  form  of  productive  invest- 
ment. The  labourers  thus  share  with  their  employers  in  the 
advantage  of  cheap  food,  and  they  also  reap  the  benefit  of  the 
additional  sum  set  free  for  employing  them. 

Profits  can  only  rise — 

1.  If  the  labourer  becomes  more  efficient  without  being 
more  rewarded. 

2.  If,  without  becoming  less  efficient,  wages  fall,  and  no 
increase  takes  place  in  the  cost  of  the  articles  composing  the 
remuneration  of  labour. 

3.  If  the  articles  of  which  the  labourer's  wages  are  composed 
become  cheaper  without  the  labourer  obtaining  more  of  them. 

Profits  can  only  fall — 

1.  If  the  labourer  becomes  less  efficient,  from  worse  educa- 
tion, diminished  strength,  or  the  destruction  of  fixed  capital, 
sach  as  machinery. 

2.  If  wages  rise  without  increased  cheapness  of  the  articles 
composing  them  or  greater  efficiency  of  labour. 

3.  If,  without  any  increase  of  the  labourer's  wages,  the 
articles  composing  them  became  more  costly. 

As  society  progresses,  there  is  this  difference  between  profit 
and  rent,  that  the  former  falls,  the  latter  rises.  The  rate  of 
profit  attains  its  minimum  and  the  rate  of  rent  its  maximum 
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ill  old  societies.  A  rise  in  agricultural  prices  would 
imply  a  rise  in  rent  but  a  fall  in  profit.  A  tax  levied  on 
agricultural  profits  would  raise  prices  and  thus  indemnify 
producers,  a.  tax  on  rent  would  fall  on  the  owners  of  the  soil. 

Walker  draws  this  parallel  between  profit  and  rent.  In  the 
same  way  as  rent  is  due  to  exceptional  natural  advantages,  so 
the  rate  of  profit  is  due  to  exceptional  natural  abilities.  Just 
as  there  is  some  land  which  returns  no  rent,  so  there  may  be, 
from  absence  of  business  qualifications,  a  theoretical  no-profit 
stage  of  production.  All  profits  are  drawn  from  a  body  of 
wealth  created  by  the  exceptional  abilities  or  opportunities  of 
those  employers  who  receive  profits,  measured  from  the  level 
of  those  who  receive  no  profits.  If  the  demand  for  goods  is  so 
great  as  to  require  a  certain  amount  to  be  produced  under  the 
management  and  control  of  those  whose  efficiency  in  organising 
labour  and  capital  is  small,  the  cost  of  production  will  be  large 
and  its  price  correspondingly  great,  and  yet  not  enough  to 
yield  that  class  of  capitalists  more  than  that  scanty  subsist- 
ence which  may  be  considered  as  no  profit.  The  price  of  goods 
produced  by  men  of  higher  industrial  grade  will  be  the  same 
as  those  produced  at  the  greatest  disadvantage,  but,  as  their 
cost  of  production  is  less,  there  will  be  more  divisible  as 
profits  in  a  ratio  corresponding  to  the  business  talents  of  the 
capitalists.  Both  classes  have  to  pay  the  same  wages,  and  the 
more  skilful  man  makes  profits  only  in  proportion  to  his 
greater  skill.  Any  cause  keeping  unsuccessful  people  in  the 
trade  increases  the  profits  of  the  successful  trader,  by  en- 
hancing the  cost  of  production,  and  consequently  the  price  of 
that  portion  of  the  supply  which  is  produced  at  the  greatest 
disadvantage ;  the  difference  is  therefore  greater  between  the 
cost  of  production  of  the  commodities  which  they  produce  and 
that  of  the  commodities  produced  by  successful  traders,  who 
enjoy  this  difference  in  the  shape  of  extra  profits. 

As  a  nation  progresses,  profits  tend  to  a  minimum,  because — 

1.  An  increase  of  population  brings  less  fertile  lands  into 
cultivation,  and  hence  raises  the  price  of  food.  The  cost  of 
labour  becomes  increased  and  the  rate  of  profit  proportionally 
diminished. 

2.  People  become  more  prudent,  and  can  be  induced  to  save 
by  a  smaller  return  to  capital  than  before.     A  larger  amount  of 
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capital  will  thus  be  acciimvilatecl,  and  the  average  rate  of  profit 
proportionally  lessened.  Fawcett  notes  that  the  amount  of 
wealth  saved  in  any  country  at  any  particular  time  is  partly 
the  cause  and  partly  the  effect  of  the  average  rate  of 
profit. 

The  greater  the  amount  of  capital  accumulated,  the  less  will 
be  the  rate  of  profit,  and  the  less  the  rate  of  profit  the  less  will 
be  the  amount  of  fresh  capital  accumulated.  In  each  stage, 
therefore,  of  a  nation's  social  and  economic  history,  there  is  an 
average  rate  of  profit  depending  upon  the  amount  of  capital 
which  will  be  saved  in  the  hope  of  obtaining  the  current  rate 
of  profit.  The  tendency  of  the  accumulation  of  capital  to 
lessen  the  rate  of  profit  is  counteracted  by : — 

1.  The  exportation  of  capital  for  foreign  investment,  thus 
enabling  food  to  be  imported  for  an  increasing  population 
without  any  diminution  of  cheapness,  and  at  the  same  time 
making  room  for  more  capital  to  be  accumulated  at  home  at 
the  current  rate  of  profit.  All  the  capital  saved  in  a  country, 
but  invested  elsewhere,  has  no  influence  upon  the  average 
rate  of  profit  in  that  country. 

2.  Agricultural  improvements,  such  as  the  use  of  artificial 
manures  and  the  growth  of  the  turnip  on  corn  lands,  enable 
additional  food  to  be  produced  without  additional  cost,  and  so 
prevent  the  cost  of  labour  from  increasing. 

3.  The  conversion  of  circulating  into  fixed  capital,  by  setting 
up  machinery  and  constructing  railroads,  absorbs  a  large  mass 
of  capital,  and  thus  makes  room  for  more  capital  to  be 
accumulated  without  lowering  the  rate  of  profit.  Machinery 
and  railroads  decrease  the  cost  of  labour  and  so  raise  the  rate 
of  profit.  They  enable  a  country  to  possess  a  constantly  in- 
creasing'capital  without  reducing  profits  to  a  level  at  which 
saving  would  cease. 

4.  A  commercial  crisis  destroys  capital  and  so  prevents  the 
rate  of  profit  being  lowered,  as  generally  happens  when  there 
is  a  large  mass  of  capital  seeking  investment.  Loans  levied  by 
Government  for  unproductive  purposes  absorb  capital  in  the 
same  way  and  have  the  same  effect  upon  the  rate  of  profit. 

The  "  Stationary  State "  is  when  the  rate  of  interest  has 
fallen  so  low  that  there  is  no  longer  sufficient  motive  for 
saving,  and   the   accumulation   of    capital   therefore   ceases. 
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The  causes  which  prevent  the  rate  of  profit  from  being  lowered 
by  the  accumulation  of  capital  keep  a  country  from  falling 
into  the  "  Stationary  State." 

The  consequences  of  the  tendency  of  profits  to  a  minimum 
are : — 

1.  The  argument,  based  on  the  danger  of  lessening  the 
capital  of  a  country  by  Government  expenditure  on  valuable 
though  unproductive  purposes,  is  no  longer  so  important,  as 
the  loss  to  capital  will  soon  be  repaired.  If  a  loan  were 
raised  for  colonisation  or  education,  the  money  subscribed 
to  it  would  probably  be  taken  from  capital  which  would  be 
sent  abroad  for  investment  or  unproductive ly  consumed,  and 
thus  the  loan  would  not  injure  the  labourers. 

2.  The  argument  against  emigration,  that  it  can  do  no  good 
to  the  labourers  if  it  diminishes  the  capital  of  the  country  in 
the  same  proportion  as  it  relieves  the  congestion  of  the  popu- 
lation, loses  its  force  when  we  see  how  soon  the  loss  of  capital 
is  made  up. 

3.  The  introduction  of  permanent  improvements  of  land 
and  the  setting  up  of  machinery,  in  a  land  of  great  annual 
sa"sdngs  and  low  profits,  only  makes  room  for  more  capital 
to  be  accumulated  at  the  current  rate  of  interest,  and  there- 
fore does  not  do  the  injury  to  the  working  classes,  by  the 
diminished  employment  of  labour  which  it  brings  about, 
that  is  commonly  supposed.  The  amount  spent  on  railways 
in  1844-45  probably  saved  the  country  from  a  depression  of 
profits  and  interest,  which  would  have  occurred  if  the  accumu- 
lation of  capital  had  not  thus  been  checked. 


CHAPTER  VIII. 

RENT. 

The  reason  of  rent  is  that  land  is  a  necessary  instrument  of 
production,  which  is  wanted  by  many  but  which  cannot  be 
obtained  except  from  those  who  have  appropriated  it,  namely, 
the  landlords. 
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The  quantity  of  land  which  possesses  an  advantage  of 
position  or  fertihty  over  the  worst  laud  in  cultivation,  which 
pays  merely  a  nominal  rent,  is  limited,  and  therefore  a  payment 
is  demanded  for  its  use.  The  rent  of  any  land  is  the  excess 
of  the  value  of  its  net  produce  over  what  would  be  returned 
to  the  same  capital  if  employed  on  the  worst  land  in  culti- 
vation, which  pays  only  a  nominal  rent,  as  it  returns  no  excess 
over  the  ordinary  rate  of  profit.  The  worst  land  in  cultivation, 
which  returns  oidy  the  ordinary  rate  of  profit  to  the  farmer, 
is  said  to  be  on  the  "Margin  of  Cultivation."  The  position  of 
the  margin  of  cultivation  depends  upon  the  current  rate  of 
profit  in  each  country.  As  this  gradually  decreases,  lands  of 
inferior  fertility  can  be  cultivated  consistently  with  return- 
ing the  current  rate  of  profit.  Any  decline  in  the  rate  of 
profit  raises  rent,  because  it  brings  inferior  land  into  cultiva- 
tion, and  therefore  the  difference  between  the  return  to 
capital  expended  on  the  worst,  and  the  return  to  capital 
expended  on  the  best  land  under  cultivation  is  greater. 

It  is  a  law,  that  if  the  product  of  any,  even  the  smallest, 
portion  of  the  supply  of  agricultural  produce,  requires  as  a 
necessary  condition  a  certain  price,  that  price  will  be  obtained 
for  all  the  rest,  so  the  natural  value  of  agricultural  produce 
is  determined  by  that  portion  of  the  supply  which  is  grown 
and  brought  to  market  at  the  greatest  expense.  The  owners 
of  those  portions  of  the  produce  which  are  grown  and 
brought  to  market  at  a  less  expense  than  the  most  expensive, 
enjoy  more  than  the  ordinary  rate  of  profit.  It  is  this  surplus 
over  the  ordinary  rate  of  profit  which  they  are  compelled 
by  competition  to  give  to  the  landlord  as  rent.  Improved 
methods  of  cultivation,  such  as  steam  tillage,  diminish  the  cost 
of  agricultural  labour  and  increase  the  net  produce  of  land. 
The  farmer  has  therefore  a  larger  surplus,  which  he  can  pay 
over  to  the  landlord  as  rent,  and  yet  realise  the  ordinary  rate 
of  profit.  Eeiits  will .  thus  rise  and  the  margin  of  cultivation 
descend,  as  inferior  land  can  be  cultivated  and  yet  return  the 
ordinary  rate  of  profit.  The  benefit  of  improved  machinery 
or  agricultural  improvements  to  the  farmer  is  only  temporary, 
and  lasts  till  the  rent  is  raised,  and  thus  the  surplus  over  the 
ordinary  rate  of  profit  absorbed.  The  effect  of  an  increase  of 
wages  is  to  increase  the  cost  of  agricultural  labour.     Some  of 
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the  least  fertile  land  in  cultivation  ceases  then  to  return  the 
ordinary  rate  of  profit,  the  margin  of  cultivation  rises,  and  rents 
fall  as  the  difference  of  the  return  from  the  worst  and  best 
land  in  cultivation  becomes  reduced. 

The  increase  of  population  has  a  tendency  to  cause  rent  to 
rise,  because  it  brings  land  of  inferior  fertility  into  cultiva- 
tion. Farmers  must  obtain  the  ordinary  rate  of  profit  from 
these  inferior  lands,  and  so  the  price  of  food  rises  to  com- 
pensate them  for  the  increased  cost  of  production.  The  share 
of  produce  allotted  to  rent  increases  in  amount,  because  the 
difference  between  the  return  from  the  worst  and  the  best 
land  in  cultivation  is  increased.  The  increased  share  of  the 
produce  allotted  to  rent  has  also  risen  in  value  owing  to  the 
rise  in  the  price  of  food. 

The  effect  of  the  increase  of  population  in  causing  rent  to 
rise  is  counteracted  by — 

1.  The  importation  of  the  required  additional  supplies  at 
cheap  rates. 

2.  Agricultural  improvements ;  these  provide  the  country 
with  increase  of  food  without  extending  the  area  of  cultiva- 
tion, and  so  prevent  one  cause  of  the  rise  of  rent.  They, 
however,  contribute  to  the  raising  of  rent  in  another  way 
by  increasing  the  net  produce  of  the  laud. 

The  buildings  of  a  farm  are  furnished  by  the  landlord's 
capital,  and  all  payments  to  him  for  their  use  are  to  be  con- 
sidered as  the  interest  of  capital,  calculated  upon  what  it 
would  cost  now  to  erect  others  as  good.  When  capital  is 
invested  so  as  not  to  require  repeated  renewal,  as  in  giving  a 
permanent  increase  of  fertility  to  the  laud  by  draining,  the 
payment  to  the  landlord  for  the  use  of  the  land  so  improved 
is  rent. 

Eent  is  no  cause  of  value,  but  the  measure  of  the  advantage 
which  the  inequality  of  the  return  to  capital  invested  in  land 
of  varying  degrees  of  fertility  confers  on  all  but  the  least 
fertile  laud  under  cultivation.  The  price  of  agricultural 
produce  must  be  such  as  to  enable  the  ordinary  rate  of  profit 
to  be  realised  from  land  on  the  margin  of  cultivation.  If  all 
rents  were  remitted,  agricultural  prices  would  decline,  and 
land  on  the  margin  of  cultivation  would  cease  to  return  the 
ordinary  rate  of  profit,  and  therefore  go  out  of  cultivation. 
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This  it  cannot  do,  as  the  population  remains  the  same,  and 
therefore  just  as  much  food  is  required  as  before.  Even  if 
the  land  became  rent  free,  the  price  of  agricultural  produce 
would  not  be  less,  as  the  conditions  upon  which  it  depends 
are  not  altered.  The  cultivator  who  pays  rent  gets  in  return 
an  instrument  of  production,  the  superiority  of  the  value  of 
which,  over  that  of  the  land  for  which  a  merely  nominal  rent 
is  paid,  is  in  exact  proportion  to  the  greater  amount  of  rent 
paid  for  it.  Eent  thus  equalises  the  profits  of  different 
capitals  by  enabling  the  landlord  to  appropriate  all  extra 
gains  caused  by  the  superiority  of  natural  advantages.  The 
case  of  ground  rent  paid  for  a  manufactory  is  the  only  case 
in  an  old  country  in  which  the  expense  of  rent  enters  into  the 
cost  of  the  manufactured  article.  Another  case  is  monopoly 
rent  in  a  new  colony. 

The  following  objections  have  been  raised  to  the  above 
theory  of  rent. 

1.  It  fails  when  applied  to  new  colonies  when  only  lands 
of  the  best  fertility  are  cultivated,  and  corn  is  raised  at  a 
uniform  cost ;  there  is  therefore  no  surplus  value  available  as 
rent. 

2.  It  fails  to  account  for  the  rent  paid  by  the  worst  land 
under  cultivation  as  well  as  by  that  which  is  not  cultivated 
at  all.  In  a  new  colony,  where  property  in  land  is  a 
monopoly  of  Government  and  the  laud  is  leased  from  the 
Government,  the  holder  of  a  grant  pays  rent  for  the  whole 
area  of  land  in  his  grant,  even  though  he  may  not  yet  have 
brought  some  of  it  under  cultivation.  These  are  instances  of 
monopoly  rent. 

In  new  colonies  farmers  will  not  raise  agricultural  produce 
without  receiving  the  ordinary  rate  of  profit.  All  the  surplus 
in  the  price  of  agricultural  produce  over  the  ordinary  rate  of 
profit  is  necessary,  because  the  Government  exacts  a  rent,  and 
can  do  so  owing  to  the  State  monopoly  of  land.  Agricultural 
rent,  the  price  of  produce  being  given,  will  vary  directly  with 
the  productiveness  of  agricultural  industry  (the  natural 
fertility  of  the  soil  and  the  skill  exhibited  in  the  application 
of  labour).  The  productiveness  of  agricultural  industry  being 
given,  rent  will  vary  with  the  price  of  produce.  Monopoly 
rent,  unlike  economic  rent,  produces  an  increase  of  the  price 
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of  the  produce  in  proportion  to  the  rent  exacted,  and  is  not 
regulated  by  the  different  prices  of  agricultural  produce,  but 
by  demand  and  supply. 


CHAPTEE  IX. 

INFLUENCE   OF   THE    PKOGEESS   OF   SOCIETY   ON   PRODUCTION 
AND   DISTRIBUTION. 

In  early  times,  the  guild  system  of  production  was  indi- 
vidualistic. This  prevented  the  ready  transferability  of 
capital  from  one  form  of  investment  to  another  which  is  so 
marked  a  feature  of  the  modern  industrial  system.  Every 
master  workman  was  acquainted  with  all  the  processes 
necessary  for  manufacturing  the  article  in  which  he  dealt, 
and  he  preserved  his  right  of  property  in  the  produce  of  his 
hands  till  he  parted  with  it  to  some  purchaser.  The  right  of 
entry  into  any  trade  was  jealously  confined  to  the  apprentices 
who  had  been  trained  by  some  master  workman  of  the  guild 
of  that  trade.  "  Each  craft  tried  to  be  and  was  very  much  a 
mystery,  except  to  those  who  carried  it  on."  * 

In  modern  times,  the  workmen's  tools  have  become  machines, 
and  the  system  of  production  is  collective.  The  operations  of 
industry  are  conducted  on  too  great  a  scale  to  permit  of  an 
individual  carrying  on  all  the  processes  of  the  manufacture  of 
an  article.  By  division  of  labour,  each  process  of  the  manu- 
facture is  entrusted  to  a  different  workman,  and  the  industrial 
unit  becomes  not  an  individual  but  a  group  of  workmen  com- 
bining their  operations  in  a  factory.  These  workmen  contri- 
bute only  their  labour,  they  do  not,  as  under  the  guild 
system,  work  with  their  own  funds,  but  with  funds  contri- 
buted by  the  capitalist.  The  workmen  have  therefore  no 
right  of  property  in  the  goods  produced  by  their  labour  ;  this 
right  is  vested  in  the  capitalist.  The  times  are  favourable  to 
production  on  a  large  scale,  and  the  workmen  are  in  general 
divorced  from  the  land  and  other  instruments  of  production 
*  Bageliot,  Postulates  of  Political  Economy,  p.  94. 
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by  their  poverty.  Increased  physical  knowledge  showing 
itself  in  greater  power  over  nature,  greater  personal  security 
exhibiting  the  fruit  of  greater  production  and  accumulation  of 
wealth,  the  growth  of  the  principle  of  co-operation  shown  in 
the  rise  and  progress  of  joint-stock  companies,  and  the  ready 
transferability  of  capital  from  one  means  of  investment  to 
another  are  further  marked  points  of  contrast  between  the 
modern  and  the  old  industrial  systems. 

The  question  how  production  and  distribution  are  affected 
by  the  progress  of  society  has  been  called  the  Dynamics  of 
political  economy  as  opposed  to  the  Statics ;  the  one  deals 
with  society  as  being  in  a  constant  state  of  motion  towards 
improvement  or  decay,  the  other  deals  with  society  as  if  it 
were  in  a  constant  state  of  stable  equilibrium. 

Let  us  now  consider  the  effect  on  wages,  profits,  and  rent  of 
the  various  ratios  in  which  capital  can  stand  to  population. 

Increased  wages,  when  common  to  all  descriptions  of  pro- 
ductive labourers,  and  when  really  representing  an  increased 
cost  of  labour,  must  be  at  the  expense  of  profits.  The  rate  of 
profit  and  cost  of  labour  varying  inversely  as  one  another,  the 
farmer  is  compensated  for  cultivating  under  less  advantageous 
conditions  than  before  by  a  rise  in  prices,  else  he  could  no 
longer  secure  the  average  rate  of  profit ;  he  is  not  compensated 
for  having  to  give  higher  wages  owing  to  a  rise  in  price  of  the 
labourers'  necessaries — this  must  be  at  the  expense  of  his 
profits.  If  a  simultaneous  improvement  took  place  in  all 
branches  of  production,  values  and  prices  would  remain  un- 
altered and  profits  would  rise  because  the  cost  of  labour  would 
be  lowered. 

If  capital  be  advancing  and  the  rate  of  the  increase  of  the 
population  stationary,  wages  will  advance,  and  if  the  labourers 
do  not  become  more  efficient,  the  cost  of  labour  will  be  in- 
creased and  the  rate  of  profit  will  fall.  In  the  case  of  agricul- 
ture, as  the  farmer  must  receive  the  ordinary  rate  of  profit,  the 
increase  of  wages  will  be  at  the  expense  of  rent,  which  will 
fall.  If  the  cost  of  labour  is  increased  in  any  greater  ratio 
than  its  real  remuneration,  by  an  increase  in  the  cost  of  the 
articles  on  which  the  wages  are  spent,  there  will  he  an 
additional  fall  of  profits  corresponding  to  the  rise  in  price  of 
the  articles  on  which  the  wages  are  spent.     If  population  and 
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capital  increase  in  equal  proportions,  and  the  laljourer  receive 
the  same  real  wages  and  spend  them  upon  the  same  articles 
as  before,  then  the  food  for  the  increased  population  must  be 
produced  at  a  greater  cost ;  but  its  rise  in  price  extends  over 
the  whole  supply,  whilst  the  increased  cost  affects  only  a 
portion  of  it ;  so  rent  will  rise,  as  there  will  be  a  greater  surplus 
than  before,  after  giving  the  farmer  the  ordinary  rate  of  profit. 
The  money  amount  of  wages  will  be  the  same,  but  as  the 
produce  upon  which  they  are  spent  has  increased  in  price, 
they  will  not  go  so  far  as  before  in  the  purchase  of  the 
lal^ourers'  necessaries ;  and  the  profits  of  the  manufacturer 
will  therefore  fall  as  he  will  have  to  make  up  the  difference 
if  the  labourers  maintain  their  customary  standard  of  comfort. 

If  population  increase  and  the  rate  of  the  increase  of  capital 
be  stationary,  only  wages  will  fall  and  the  price  of  agricultural 
produce  rise.  Eent  will  also  rise,  both  in  the  amount  of  pro- 
duce assigned  to  it  and  in  the  money  value  of  that  produce. 

If  the  cost  of  wages  to  the  capitalist  be  decreased  as  much 
as  the  real  reward  of  the  labourer,  the  rate  of  profit  will  be 
increased,  but  not  if  wages,  though  decreased  in  amount,  cost 
as  much  as  before. 

If  an  improvement  takes  place  in  the  production  of  a  com- 
modity not  consumed  by  the  labourers,  and  the  rate  of  the 
increase  of  capital  and  population  remain  stationary,  the 
capitalists  will  be  benefited  by  the  increased  cheapness  of  the 
article  as  consumers  only.  But  if  the  improvement  takes  place 
in  any  of  the  necessaries  of  life,  either  by  decreasing  the 
amount  of  labour  necessary  to  raise  a  given  amount  of  pro- 
duce on  a  given  area  of  land,  or  by  enabling  the  same  area  of 
land  to  raise  a  greater  amount  than  before,  there  will  be  a 
fall  of  prices,  because  the  cost  of  labour  is  less  than  before, 
and  in  the  latter  case  an  additional  fall,  because  the  margin 
of  cultivation  has  receded  to  land  of  greater  fertility.  If 
there  be  three  qualities  of  land  yielding  on  the  same  area  and 
with  the  same  expense  100,  80,  and  60  bushels  of  wheat,  the 
price  must  be  such  as  to  allow  the  least  fertile  land  to  be 
cultivated  with  the  ordinary  rate  of  profit  to  the  farmer,  who 
has  a  surplus  of  60  bushels  available  as  rent. 

If  one-fourth  less  labour  be  required  than  before  the  im- 
provement, all  the  three  qualities  of  land  must  still  be  re- 
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tained  in  cultivation,  but  the  money  value  of  the  landlord's 
rent  of  GO  bushels  will  fall  one-fourth,  as  the  money  value  of 
the  produce  has  fallen  in  that  proportion,  owing  to  the  cost  of 
production  being  less  than  before.  If,  however,  the  produce 
required  can  be  grown  on  one-fourth  less  land  than  before,  the 
least  fertile  quantity  of  land  will  go  out  of  cultivation,  as  on 
the  best  land  can  be  grown  100-1-?,-  of  100  or  133^  bushels, 
and  on  the  second  best  land  80  -(-  J  of  80  or  106f  bushels.  The 
whole  produce  of  the  second  best  land  will  be  required  to 
meet  the  expenses  of  cultivation,  therefore  the  rent  will  be 
133^— lOGfor  26§  bushels  instead  of  60,  and  the  money  value 
of  this  rent  will  be  reduced  in  the  ratio  of  60  to  106§. 

The  reason  why  agricultural  improvements  seldom  actually 
lower  rent  is,  that  they  seldom  cheapen  food,  they  only  pre- 
vent its  becoming  dearer.  They  seldom  throw  land  out  of 
cultivation,  but  only  allow  it  to  be  cultivated  consistently  with 
returning  the  current  rate  of  profit.  Their  effect  is  to  do  away 
with  the  necessity  of  resorting  to  less  fertile  land  by  enabling 
that  already  under  cultivation  to  yield  more  produce  with  no 
increase  of  proportional  cost.  They  thus  at  first  prevent  the 
increase  of  rent  by  counteracting  the  rise  of  price,  which 
would  otherwise  be  necessary  when  inferior  lands  are  taken 
into  cultivation  to  provide  food  for  additional  population,  but 
eventually  cause  it  to  rise  higher  than  before  by  enabling 
an  inferior  quality  of  land  to  be  cultivated,  and  yet  return 
the  ordinary  rate  of  profit.  Their  effect  in  lowering  rent  is 
counteracted  by  the  increase  of  population. 

If  the  labourers  could  live  on  a  cheaper  produce,  such  as 
maize,  rents  would  be  lowered,  since  the  food  for  the  whole 
population  could  be  raised  on  much  less  land  than  before. 
The  consequence  to  the  labourer  of  the  introduction  of  maize 
as  an  article  of  food  would  be  that  wages  would  remain  the 
same,  and  the  labourers  would  enjoy  the  benefit  of  the  in- 
creased cheapness  of  food  if  they  maintained  their  customary 
standard  of  comfort. 

If,  however,  increase  of  the  population  was  stimulated,  the 
cheaper  food  might  be  grown  on  land  too  barren  for  wheat, 
and  then  the  margin  of  cultivation  may  descend  lower  and 
rent  rise  higher  than  if  corn  were  the  usual  food,  as  then  the 
land  would  support  a  much  larger  population  without  reach- 
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ing  the  limit  of  its  powers.  The  Irish  potato  famine  of  1848 
shows  that  the  cheaper  the  food  the  worse  is  the  economic 
condition  of  the  population,  as  they  have  no  cheaper  article 
of  diet  to  fall  back  upon  in  the  event  of  scarcity. 

Given  the  habits  and  requirements  of  the  labourers,  rent 
profits  and  money  wages  are  the  result  of  the  "  composition 
of  forces  "  of  the  increase  of  population  and  agricultural  im- 
provement. If  the  first  be  superior,  either  the  labourers  will 
submit  to  a  reduction  in  the  quantity  or  a  deterioration  in  the 
quality  of  their  food,  or  if  not,  rent  and  money  wages  will 
rise  and  profits  fall.  If  the  latter  be  superior,  rent  and 
money  wages  will  tend  downwards  and  profits  upwards,  as 
the  cost  of  labour  to  the  capitalist  will  be  reduced. 


CHArXER  X. 

THE   PRESENT   CONDITION   OF   THE   LABOURER   AND   THE 
REMEDIES    TO    BE    APPLIED    THERETO. 

The  laljour  movement  advances  towards  its  object — the 
improvement  of  the  condition  of  the  working  classes — by 
three  paths : 

1.  Trade  Unionism. 

2.  Co-operation. 

3.  State  and  Municipal  Socialism. 

The  most  remarkable  phenomena  of  our  present  industrial 
system  are  trades  unions  and  strikes  on  the  part  of  the 
labourers,  and  locks-out  on  the  part  of  the  employers. 

Present  (1892)  statistics  as  given  in  Webb's  History  of 
Trades  Unionism  state  the  number  of  Unions  as  594,  with  a 
membership  of  1,232,993  members,and  an  income  of  £1,790,842. 
The  percentage  of  trades  unionists  to  the  rest  of  the  popula- 
tion is  5'89. 

Trades  unions  first  come  into  notice  in  a  royal  proclamation 
of  1718  against  those  "lawless  clubs  and  societies,  which  had 
illegally  presumed  to  use  a  common  seal,  and  to  act  as  bodies 
corporate." 
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Mr  and  Mrs  Webb  notice  a  Woolcombers'  Union  in  York- 
shire in  1741,  and  the  Clothworkers'  Society  at  Leeds  is 
alhided  to  by  the  committee  of  the  House  of  Commons  on 
Woollen  Manufactures  in  1806. 

By  the  Act  of  1799,  as  amended  by  that  of  1800,  all  com- 
binations of  workmen  for  trade  purposes  were  declared 
illegal.  This  was  the  more  unjust,  as  the  jurisdiction  of  the 
magistrates  to  fix  the  rate  of  wages,  in  the  event  of  a  dispute 
between  the  masters  and  workmen,  had  fallen  into  disuse. 
In  1811  a  select  committee  of  the  House  of  Commons  resolved 
that  "no  interference  of  the  legislature  with  the  freedom  of 
trade,  or  with  the  perfect  liberty  of  every  individual  to  dispose 
of  his  time  and  his  labour  in  the  way  and  on  the  terms  that  he 
may  judge  most  conducive  to  his  own  interest,  can  take  place 
without  violating  general  principles  of  the  first  importance  to 
the  prosperity  and  happiness  of  the  community." 

This  principle  of  even-handed  justice  to  the  workmen  was 
only  theoretically  observed,  as  will  be  subsequently  seen.  In 
1813  the  provisions  of  the  Statute  of  Apprentices,  1563,  em- 
powering the  justices  to  fix  the  rate  of  wages  in  a  neighbour- 
hood, were  repealed.  In  1814  the  provisions  of  the  same 
statute  were  abohshed  which  forbade  masters  to  employ  any 
workmen  who  had  not  been  formally  admitted  and  served  as 
apprentices  in  the  trade. 

This  did  away  with  the  last  restriction  on  the  factory  or 
collective  system  of  production,  as  the  choice  of  the  masters 
what  workmen  they  would  employ  was  no  longer  limited.  In 
1824  the  law  forbidding  combinations  of  workmen  was  repealed, 
mainly  owing  to  the  labours  of  Joseph  Hume  in  the  House  of 
Commons.  This  was  followed  by  a  large  number  of  strikes. 
In  1825  a  further  liberating  measure  was  passed,  which 
allowed  the  right  of  collective  bargaining,  and  of  withholding 
labour  from  the  market  by  concerted  action.  In  this  year  the 
right  of  emigration  was  first  allowed  to  artisans. 

The  first  important  trades  union  was  the  Builders'  Union, 
or  union  of  the  seven  building  trades  (joiners,  masons,  brick- 
layers, plasterers,  plumbers,  painters,  and  builders'  labourers), 
which  came  into  existence  about  1830.  The  cotton-spinners 
of  Manchester  and  clothiers  of  Leeds  also  formed  unions  about 
this  time. 
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The  first  union  of  the  coal-miners  of  ISTorthunibcrland  and 
Durliam  lasted  from  1830  to  1832.  In  1833  Robert  Owen 
had  a  vain  idea  of  a  "  general  union  of  the  productive  classes." 
He  also  originated  a  Grand  National  ConsoHdated  Trades 
Union,  but  this  was  premature,  as,  though  the  workers  of  each 
trade  had  learned  to  act  together,  the  various  trades  had  not 
yet  learned  the  advantage  of  concerted  action. 

In  1834  the  spread  of  trades  unionism  so  alarmed  the 
Govermnent  that  it  was  in  contemplation  to  revive  the 
Combination  Acts,  but  the  general  agitation  carried  on  through- 
out the  country  by  the  trades  unions  defeated  this. 

In  1834  there  was  a  general  outcry  against  the  sentence  of 
seven  Dorsetshire  agricultural  labom^ers,  who  were  condemned 
to  seven  years'  transportation  for  administering  unlawful  oaths. 
On  admitting  members  to  the  Grand  National  Consolidated 
Trades  Union,  Owen's  idea  was  that  the  grand  lodges  of  this 
body  should  be  the  head  offices  of  large  joint-stock  companies, 
owning  the  entire  means  of  production  in  their  industry.  The 
weak  point  in  his  scheme  was,  that  he  provided  no  means  for 
the  admission  of  new  members,  but  apparently  would  have 
allowed  these  bodies,  as  they  stood  at  the  time,  to  close  their 
ranks  and  refuse  to  admit  any  fresh  workers,  except  as 
labourers  on  fixed  w^ages. 

In  1835  Nassau  Senior  was  appomted  to  report  to  Govern- 
ment on  the  working  of  trades  unions ;  he  recommended  the 
severe  enforcement  of  the  common  law  prohibitions  against 
conspiracy  and  restraint  of  trade,  and  the  absolute  forbidding 
of  picketing. 

No  action  was  taken  upon  these  recommendations. 

In  1836  the  plumbers,  bricklayers,  carpenters,  and  opera- 
tive stonemasons  formed  separate  unions. 

From  1837-42  the  energies  of  the  trades  union  agitators 
were  diverted  into  a  political  channel  by  their  combination 
with  the  Chartists. 

In  1841  was  formed  the  Miners'  Association  of  Great 
Britain  and  Ireland.  This  collapsed  after  the  great  strike  of 
1844,  but  was  revived  by  Alexander  Macdonald  in  1863. 

In  1845  Thomas  Slingsby  Duncombe,  M.P.,  formed  his 
National  Association  of  the  United  Trades  for  the  protection 
of  labour.     The  efforts  of  this  body  were  to  be  seconded  by  the 
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National  United  Trades'  Association  for  the  employment  of 
labour,  which  was  intended  to  raise  capital  for  the  employ- 
ment of  labourers  on  strike. 

At  this  time  the  trades  unions  also  formed  a  fund  to  assist 
emigration  as  a  means  of  diminishing  surplus  labour. 

In  1851  William  Allan  finally  constituted  the  Amalgamated 
Society  of  Engineers,  composed  of  the  following  trades  * — 
smiths,  millwrights,  ironmoulders,  engineers,  and  boilermakers. 
This  was  not  merely  a  fighting  union,  but  gave  its  members 
the  advantages  of  a  benefit  club,  and  proved  the  model  on 
which  the  later  unions  formed  themselves. 

In  1852  occurred  the  great  strike  of  the  engineers  in  London 
and  Lancashire  on  the  question  of  abolishing  overtime.  The 
objects  of  the  strike  were  approved  of,  and  material  assistance 
given  by,  Frederick  Denison  Maurice  and  Charles  Kingsley, 
the  "  Christian  Socialists." 

In  1855  the  Friendly  Societies  Act  was  passed ;  and  it  was 
supposed  that  any  society  which  deposited  its  rules  with  the 
registrar,  acquired  thereby  the  right  of  having  disputes  among 
its  own  members  settled  summarily  by  the  magistrates,  and 
of  proceediDg  against  its  officers  for  breach  of  trust. 

In  1859-60  occurred  the  London  biulding  trades'  strike. 
The  Engineers'  Union  greatly  increased  its  reputation  by 
giving  three  weekly  donations  of  £1000  each  to  assist  the 
strikers.  This  strike  is  important,  as  its  strike  committee 
was  the  germ  of  the  London  Trades  Council,  1861.  The  first 
permanent  committee  of  the  nature  of  a  trades  council  was 
the  Liverpool  Trades  Guardian  Association,  established  in  1848 
to  protect  trades  unions  from  suppression  by  the  employers' 
use  of  the  criminal  law.  Permanent  councils  were  also  in 
existence,  at  this  time,  in  Glasgow,  Sheffield,  and  Edinburgh. 

In  1859  a  small  concession  was  made  to  trades  unions,  by 
the  exemption  from  the  penalties  attaching  to  molestation  or 
obstruction  the  mere  agreement  to  obtain  alteration  of  hours 
or  wages,  or  the  peaceful  persuasion,  without  threat  or  in- 
timidation, to  cease  or  abstain  from  work  in  order  to  obtain 
these  wages. 

In  1860  Robert  Applegarth  constituted  the  Carpenters' 
Union.  Allan  Applegarth  and  George  Odger,  member  of  a 
union   of    ladies'    shoe   manufacturers,   were  the   prominent 
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members  of  wliat  IMr  and  Mrs  Webb  call  the  Junta.  This 
body  managed  the  operations  of  trades  unions  from  the  time 
of  the  formation  of  the  London  Trades  Council  down  to  the 
passing  of  the  Trades  Union  Act  in  1871.  Their  chief  lieu- 
tenants were  T.  J.  Dunning,  a  bookbinder,  author  of  Trades 
Unions  and  Strilxs,  their  2yhiloso2)h;i/  and  intention,  1860,  an 
able  defence  of  trades  unions  from  a  working-man's  point  of 
view,  and  Alexander  Macdonald,  among  the  coal-miners. 

The  chief  organ  of  trades  unions  during  this  period  was  the 
Beehive,  1861-77,  edited  by  George  Potter,  and  contributed  to 
by  Frederic  Harrison  and  Professor  E.  S.  Beesly.  Its  place 
was  subsequently  taken  by  the  Lahovr  Standard,  edited  by 
George  Shipton,  Secretary  to  the  London  Trades  Council. 

In  1864  the  International  Society  of  Working-men  was 
formed,  and  the  English  leaders  of  trades  unionism  took  a 
prominent  part  in  its  dehberations. 

The  law  of  master  and  servant  at  this  time  was  exciting 
considerable  discontent.  The  employer  who  broke  a  contract 
of  service  could  only  be  sued  for  damages,  but  a  similar  breach 
of  contract  on  the  workmen  was  a  criminal  offence  punishable 
by  imprisonment.  This  arose  from  the  fact  that  the  law  on 
the  subject  dated  from  the  Statute  of  Labourers,  1349,  and 
the  Statute  of  Apprentices,  1563,  when  the  labourer  was 
legally  forbidden  to  withhold  his  services  or  bargain  for  his 
wages,  the  obhgation  to  labour  being  a  duty  arising  out  of 
status  and  enforced  by  statute.  Lord  Elcho's  Master  and 
Servant  Act,  1867,  was  the  first  attempt  to  remedy  this 
inequality  of  treatment. 

In  May  1864  the  Glasgow  Trades  Council  summoned  a 
national  meeting  of  trades  unions  in  London. 

In  1866  another  similar  meeting  was  summoned  by  the 
Sheffield  Trades  Council  at  Sheffield  to  concert  measures 
against  locks-out  by  employers. 

In  1866  occurred  the  Sheffield  trade  outrages,  of  which  the 
cutlers  were  especially  guilty. 

In  1867  a  Eoyal  Commission  on  Trades  Unions  was 
appointed,  and  the  outrages  at  Sheffield  specially  inquired 
into.  The  accusations  of  violence  proved  exaggerated,  and 
the  Commissioners  reported  that  four-fifths  of  the  Sheffield 
trades  were  free  from  crime. 


PRESENT  CONDITION   OF   THE   LABOURER.  71 

In  1867  the  position  of  trades  unions  was  further  compli- 
cated by  a  declaration  of  the  Court  of  Queen's  Bench  that  the 
power  which  trades  unions  believed  themselves  to  possess,  of 
prosecuting  their  officers  for  breach  of  trust  vmder  the  Friendly 
Societies  Act  of  1855,  did  not  legally  exist. 

The  Trades  Union  Commission  of  1867  recommended  that 
no  combination  should  be  liable  to  prosecution  for  restraint  of 
trade  except  those  formed  to  do  acts  which  involved  a  breach 
of  contract,  and  agreements  not  to  work  with  any  particular 
person.  Registration,  and  thereby  the  securing  of  legal 
protection  for  their  funds,  was  only  to  be  allowed  to  those 
societies  whose  rules  were  free  from  restrictions  on  the 
number  of  apprentices,  the  use  of  machinery,  and  the  customs 
of  piecework  and  sub-contract.  The  minority  report  (of 
Messrs  Frederic  Harrison,  Thomas  Hughes,  and  the  Earl  of 
Lichfield)  recommended  that  no  act  should  be  considered 
illegal  if  done  by  a  workman,  unless  it  was  illegal  if  committed 
by  any  other  person,  and  that  no  act  of  a  combination  of 
workmen  should  be  considered  illegal  unless  it  was  criminal 
in  a  single  person. 

This  period  is  remarkable  for  several  important  books  on 
the  subject  of  trades  unions  : — Measures  for  'putting  an  end  to 
the  Abuses  of  Trades  Unions,  by  Frederic  Hill,  1868.  The 
Trades  Unions  of  England,  by  the  Comte  de  Paris,  1869. 
Thornton  on  Labour,  1870.  Trades  Union  Defended,  by  W.  R. 
Callender,  1870. 

In  1871  the  Trades  Union  Act  was  passed.  No  union, 
however  wide  its  objects,  was  to  be  illegal  merely  because  it 
was  in  restraint  of  trade.  Every  union  was  entitled  to  be 
registered  if  its  rules  were  not  expressly  contrary  to  the 
criminal  law. 

The  registration,  by  which  the  unions  secured  legal  pro- 
tection  for  their  funds,  and  power  to  prosecute  its  officers  for 
fraud  or  embezzlement  as  regards  tlieir  corporate  property, 
was  so  devised  as  to  leave  untouched  their  internal  organisa- 
tion, and  to  prevent  their  being  sued  or  proceeded  against  in 
a  court  of  law.  There  was  considerable  agitation  on  the  part 
of  the  trades  unions  against  the  express  prohibition  contained 
in  the  bill  of  violence,  threats,  intimidation,  molestation,  or 
obstruction  on  the  part  of  unionists.     Picketing  was  to  b^ 
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severely  punished,  "  watching  and  besetting  "  by  a  single  man 
being  made  as  grave  an  otlence  as  by  a  multitude.  The  most 
the  trades  unions  could  obtain  was  the  embodiment  of  these 
criminal  provisions  in  a  separate  bill,  the  Crmiinal  Law 
Amendment  Act. 

The  practice  of  assembhng  great  meetings  of  union  dele- 
gates at  some  central  place  continued.  In  1868,  thirty-four 
delegates  met  at  Manchester,  representing  118,000  trades 
unionists,  and  in  1869,  forty-eight  representing  250,000. 

The  first  National  Trades  Union  Congress  was  assembled  in 
1871,  to  agitate  against  the  criminal  section  of  the  Trades 
Union  Act. 

In  1871  the  first  Trades  Union  of  Women  which  survived 
for  any  length  of  time  was  constituted  in  the  Edinburgh 
Upholsterers'  Sewers'  Society. 

In  1874  the  Trades  Union  Congress  held  at  Sheffield  was 
attended  by  the  representatives  of  1,100,000  organised  work- 
men, including  a  quarter  of  a  million  miners,  the  same  number 
of  cotton  operatives,  and  100,000  agricultural  labourers. 

In  1873  the  employers  of  labour  recognised  the  importance 
of  trades  unions  by  organising  themselves  in  the  National 
Federation  of  Associated  Employers  of  Labour.  In  the  same 
year  Joseph  Arch  constituted  the  National  Agricultural 
Labourers'  Union. 

At  the  general  election  of  1874  Alexander  Macdonald 
(Stafford)  and  Thomas  Burt  (Morpeth)  were  returned  as  the 
first  labour  members  of  the  House  of  Commons.  They  were 
both  coal-miners  by  trade. 

In  1875  the  new  Conservative  ministry  took  up  the  labour 
question.  They  repealed  the  Criminal  Law  Amendment  Act 
of  1871,  and,  by  the  Conspiracy  and  Protection  of  Property 
Act,  they  limited  the  application  of  the  Law  of  Conspiracy  to 
trade  disputes.  The  Masters  and  Servants  Act  of  1867  was 
replaced  by  the  Employers  and  Workmen  Act  of  1875. 
Masters  and  workmen  became  two  equal  parties  to  a  civil 
contract.  Imprisonment  for  breach  of  engagement  was  abol- 
ished. Peaceful  picketmg  was  allowed.  Collective  bargain- 
ing was  legalised.  No  act  done  by  a  combination  of  workmen 
was  to  be  criminal,  unless  the  same  act  done  by  an  individual 
was  criminal. 
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It  is  noticeable  that  Trades  Unionists  are  sometimes  as  in- 
consistent as  their  employers.  The  latter  could  not  complain 
against  factory  legislation  that  it  was  interfering  with 
industry,  and  at  the  same  time  call  on  the  Government  to 
prevent  free  combinations  of  their  workmen.  The  Trades 
Unionists,  on  the  other  hand,  whilst  demanding  freedom  to 
combine,  camiot  consistently  refuse  to  work  with  non-union 
men,  or  compel  their  employers  to  expel  such  men  from  em- 
ployment, in  spite  of  the  fact  that  they  embrace  within  their 
ranks  but  a  small  fraction  of  the  adult  labourers  of  the  country. 

In  1876  Henry  Crompton  published  his  book  on  Industrial 
Conciliatio7i,  which  is  the  chief  authority  for  boards  of  conciha- 
tion  between  employers  and  their  workmen.  Another  work 
of  a  similar  tendency  was  L.  L.  Price's  Industrial  Peace. 

In  1880  the  Employers'  Liability  Act  enforced  on  employers 
the  duty  of  insuring  their  workmen  against  the  risks  of  their 
trade.  The  fault  of  the  Act  was  that  "  contracting  out "  on 
the  part  of  the  workmen  was  allowed,  and  the  employers 
escaped  liability  provided  that  an  insurance  fund  was  kept  up 
partly  by  their  own  subscriptions,  and  partly  by  those  of  their 
men. 

In  1894  a  bill  was  passed  through  the  Commons  making 
void  any  agreement  on  the  part  of  the  workmen  to  "  contract 
out,"  but  the  Lords  struck  out  this  clause. 

The  depression  of  trade  which  began  about  1878,  produced 
a  large  number  of  strikes  against  reduction  of  wages,  but 
generally  in  vain.  The  activity  of  the  unions  was  con- 
sequently greatly  diminished  till  they  were  galvanised  again 
into  life  by  new  unionism  in  1888-89. 

The  Eoyal  Commission  on  Labour  of  1894  has,  by  a 
majority  report,  recommended  that  trades  unions  should  be 
vested  with  complete  personality,  allowing  them  to  sue  and  to 
be  sued,  and  that  they  should  be  made  liable  in  their  corpo- 
rate property  for  any  breach  of  contract  made  on  behalf  of  the 
workmen  with  their  employers.  The  undertakings  of  the 
trades  unions  would  thus  deserve  more  confidence  than  they 
have  hitherto  met  with,  if  this  guarantee  of  their  being  strictly 
adhered  to  were  insisted  on.  This  proposal  has  not  com- 
mended itself  to  those  members  of  the  Commission  who  are 
drawn  from  the  Socialist  party. 
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Another  highly  commendable  proposal  of  the  Commission 
is  that  no  workshop  sliould  be  carried  on  without  a  certificate 
that  all  proper  sanitary  precautions  have  been  complied  with, 
especially  in  the  matter  of  overcrowchng.  Not  only  occupiers 
but  owners  of  workshops  are  to  be  responsible  for  the  breach 
of  this  regulation. 

The  most  powerful  separate  trades  union  is  that  of  the 
Amalgamated  Engineers  with  a  membership  of  72,221,  a 
yearly  income  of  £189,774,  and  a  balance  at  the  end  of  1891 
of  £237,251. 

Next  to  it  is  the  National  Union  of  Boot  and  Shoe 
Operatives  (established  1874)  with  43,000  members,  boiler- 
makers  with  39,000  members,  and  the  Amalgamated  Society 
of  Eailway  Servants,  31,000. 

Webb's  Trades  Unionism  gives  the  following  statistics  of 
trades  unionists  in  the  year  1892  in  some  of  the  most 
numerous  trades  : — miners'  federation  of  twenty  organisa- 
tions, 318,500;  cotton  weavers,  83,000;  shoemakers,  49,000; 
railway  servants,  48,000 ;  carpenters  and  joiners,  38,000 ; 
compositors,  press  and  machinemen,  33,250  ;  cotton  cardroom 
operatives,  31,000;'  bricklayers,  27,000;  tailors,  23,900; 
Eastern  Counties  Labour  Federation  of  Agricultural  Labourers, 
17,000;  kon  founders,  15,000;  and  shipwrights,  14,000. 

Trades  unions,  in  their  capacity  of  friendly  societies,  are  not 
economically  important,  but  it  is  in  their  capacity  of  combina- 
tions to  raise  wages,  by  limiting  the  number  of  labourers  and 
by  placing  various  restrictions  upon  the  employers'  method 
of  conducting  their  business,  that  their  action  must  be  con- 
sidered. 

Many  unions  limit  the  number  of  apprentices  which  a 
master  workman  can  take ;  the  effect  of  this  is  to  deprive  the 
public  of  the  reduction  in  the  price  of  goods  which  follows  the 
fall  of  wages  consequent  on  the  number  of  workmen  in  the 
trade  being  increased.  This  amount  of  labour  of  which  em- 
ployers are  compulsorily  dej)rived  is  thrown  as  a  burdensome 
surplus  upon  other  trades  which  are  not  so  protected  by 
unions,  and  the  wages  in  these  trades  are  proportionally 
depressed.  The  trades  unions  thus  confiscate  a  part  of  the 
wages  which  would  otherwise  be  paid  to  the  labourers  whom 
they  debar  from  choosing  their  own  trade. 
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The  trades  unions  forbid  labour-saving  machinery  in  pursu- 
ance of  a  policy  of  "  making  work,"  though  there  is  no  connec- 
tion between  the  amount  of  work  a  country  has  to  perform 
and  the  rate  of  wages  prevailing  in  it,  e.g.^  California,  with 
less  working  hours  and  less  work,  has  a  rate  of  wages  double 
that  of  England. 

Another  object  of  trades  unions  is  to  arbitrarily  diminish 
the  hours  of  labour.  The  effect  will  be  that,  unless  the 
labourer  grows  more  efficient  by  working  shorter  hours,  the 
employer  will  have  his  rate  of  profit  diminished  by  the  fallmg 
off'  in  the  scale  of  production,  and  because  the  expense  of 
keeping  up  the  plant  falls  upon  a  diminished  amount  of 
goods.  If  he  raises  his  prices  to  compensate  himself  for  the 
increased  cost  of  production,  he  runs  the  risk  of  being  under- 
sold by  foreign  producers ;  if  the  employer  can  raise  prices 
without  this  danger,  the  labourers,  who  are  the  majority  of 
consumers,  have  the  benefit  of  shorter  hours  of  labour  for  the 
same  pay  neutralised  by  the  increased  dearness  of  goods. 

The  unions  dislike  piecework  and  extra  payment  for  working 
overtime,  as  in  these  cases  labour  is  paid  more  according  to  its 
value  than  when  wages  are  reckoned  by  the  day.  They  dislike 
the  payment  of  higher  wages  to  the  better  workmen,  but,  unless 
this  is  done,  the  standard  of  work  will  be  lowered,  as  no  one 
will  do  more  work  without  getting  more  pay  for  it,  and  all 
money  paid  to  the  worse  workman  above  the  value  of  his  work 
acts  like  a  compulsory  poor  law  in  his  favour.  They  do  their 
best  to  prevent  a  workman  from  showing  any  superiority 
over  his  fellows ;  this  is  called  "  besting  one's  mates  "  and  is 
forbidden  by  the  rules  of  many  trades  unions. 

By  insisting  that  a  rise  in  profits  should  in  all  cases  be 
followed  by  a  rise  in  wages,  they  destroy  the  average  rate  of 
profit,  the  surplus  of  the  good  times  needed  to  meet  the 
deficiency  of  the  bad. 

They  clamour  for  a  minimum  rate  of  wages,  but  this  is  only 
possible  with  a  due  regard  for  the  interests  of  the  employer,  if 
the  labourers  are  reduced  in  immber  down  to  a  point  at 
which  there  is  a  demand  for  their  labour  at  the  minimum  rate 
of  wages. 

It  is  legitimate  for  the  labourers  to  combine  to  sell  their 
labour  on   the   best   terms,  and   trades   unions   provide  the 
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organisation  which  alone  makes  a  strike  possible.  Strikes 
can  only  succeed  when  the  operation  of  competition  can  be 
prevented,  e.g.,  the  agricultural  labourers  of  Dorsetshire  were 
already  receiving  the  minimum  rate  necessary  to  support 
life,  so  they  could  not  be  replaced  from  other  districts,  and 
the  farmers  were  compelled  to  yield  to  their  demands. 

No  advance  of  wages  that  is  extorted  by  a  strike  can  be  of 
lasting  benefit  to  the  labourers  if  it  is  liable  to  be  neutralised 
by  other  labourers  instantly  forcing  themselves  into  the  trade 
from  a  wish  to  share  in  this  rise.  Competition  acts  only 
gradually,  because  the  labourer  is  often  too  ignorant  to  see 
the  benefit  of  migrating  to  another  place  or  is  too  poor  to  do 
so,  and  the  new  labourers  cannot  be  quickly  trained  to  a  new 
trade.  The  rise  of  wages  which  the  trades  unions  secure  is 
therefore  of  benefit  to  the  labourers  till  the  ratio  between 
the  workmen  and  the  capital  employed  in  the  trade  can  be 
altered.  Such  a  rise  has  a  tendency  to  divert  capital  from 
the  trade  and  so  reduce  the  demand  for  labour  in  the 
trade. 

Trades  unions  place  the  labourers  in  a  better  position  to 
sell  their  labour.  If  the  employers  know  that  the  workmen 
are  organised,  and  that  a  strike  may  take  place  at  a  time 
when  trade  is  exceptionally  prosperous,  they  will  be  more 
inclined  to  grant  their  demands.  They  enable  workmen  to 
hasten,  by  combined  action,  the  rise  of  wages  which  would  in 
any  case  follow  on  the  increased  competition  for  labour  when 
trade  is  exceptionally  prosperous.  Another  way  in  which 
trades  unions  may  act  most  beneficially  is  by  the  formation 
of  Boards  of  ConciHation  in  union  with  the  employers. 

Such  Boards  of  Conciliation  in  the  iron  and  coal  trades  have 
arranged  the  Sliding  Scale  system  of  wages.  A  normal  rate  of 
wages  is  fixed  for  a  normal  condition  of  trade,  and  any  fall  or 
rise  of  price  of  the  commodity  below  or  above  this  normal  level 
is  followed  by  a  fall  or  rise  of  wages  in  a  corresponding  propor- 
tion. Marshall  is  of  opinion  that  "  the  direct  influence  of 
unions  on  wages  is  small  relatively  to  the  great  economic 
forces  of  nature."  He  points  out  that  the  rise  of  wages  has 
been  greatest  in  occupations  which  have  no  unions,  such  as 
domestic  service  and  employments  for  women  and  children. 
This  is  because  there  has  been  an  increase  of  the  demand  for 
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labour  in  these  occupations  accompanied  by  a  diminution  of 
the  supply.  The  most  Marshall  will  allow  is  that,  "  other 
things  being  equal,  wages  in  trades  in  which  there  are  strong 
unions  are  likely  to  be  higher  than  those  in  which  there  are 
not."  * 

Such  action  is  legitimate,  but  any  attempt  of  a  trades  union 
to  compel  workmen  to  join  it,  or  to  exclude  them  from  em- 
ployment if  they  do  not,  or  to  prevent  them  from  selling 
their  labour  in  the  way  they  deem  most  advantageous  to 
themselves,  should  be  severely  punished. 

The  New  Unionism  of  the  present  day  differs  from  the  old 
Trades  Unions  in  putting  pressure  on  the  workmen  to  join  its 
ranks  and  in  its  attitude  towards  Government.  It  no  longer 
preserves  the  independent  attitude  of  the  old  pioneers  of 
labour,  but  has  attempted  to  capture  the  political  machine 
for  its  own  ends,  and  has  formed  a  party  in  the  House  of 
Commons,  which  is  ready  to  barter  its  support  in  return 
for  the  compliance  of  the  Government  with  the  labour 
programme.  The  new  unionism  is  Socialistic,  and  aims  at 
using  trades  union  machinery  to  further  its  programme.  At 
the  Belfast  Trades  Union  Congress  of  1893  it  was  carried 
that  all  Members  of  Parliament  who  received  aid  from  trades 
union  funds  in  their  elections  should  bind  themselves  to 
support  the  Socialistic  labour  programme.  The  Norwich  Trades 
Union  Congress  of  the  next  year  confirmed  this  resolution.  A 
split  on  this  point  is  probable  in  the  labour  party.  As  long  ago 
as  1851  Laborde  said  "  the  force  of  Socialism  lies  in  the  sup- 
pression of  the  corporations  "  (trades  unions).  Unless  this  is 
done,  we  may  take  it  for  granted  that  the  prosperous  work- 
man will  resist  to  the  utmost  the  nationalisation  of  his  own 
individual  property.  He  will  hardly  agree  with  the  cry  of 
the  French  Socialists,  "  I'ouvrier  qui  epargne  est  un  traitre," 
"  the  workman  who  saves  is  a  traitor."  A  further  point  of 
difference  is  that  the  new  unionists  wish  for  an  aggressive 
policy  on  the  part  of  the  trades  unions,  and  they  should  not 
degenerate  into  mere  mutual  insurance  societies.  They  also 
protest  against  the  exclusion  of  lowly  paid  trades,  like  the 
dockers,  from  the  benefits  of  organisation  of  labour.  The 
formation  of  the  Gasworkers'  Union,  and  the  great  London 

*  Economics  of  Industry,  pp.  405,  406. 
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dock  strikt-  of  1880,  gave  a  great  impulse  to  trades  unionism 
throughout  the  country. 

Under  o\u'  present  industrial  system,  the  interests  of 
masters  and  men  are  antagonistic,  because  the  labourers  are 
divorced  from  the  means  of  production.  We  have  discussed 
the  remedy  proposed  by  the  Socialists  for  this  grievance,  and 
it  remains  to  consider  that  of  co-operation  or  profit-sharing. 
This  is  based  upon  the  principle  that  the  labourers  should 
not  work  simply  for  hire,  but  should  share  in  the  profits 
raised  by  their  industry.  Its  great  advantage  is  that  it  sub- 
stitutes self-help  for  the  State  help  of  the  Socialists. 

Co-operation  may  be  in  (1)  production;  (2)  consumption 
or  distribution ;  (3)  societies  of  credit  or  banking. 

Co-operation  in  production  originated  in  France  and  has 
chiefly  flourished  there.  Its  originator  was  M.  Leclaire,  who 
divided  a  certain  percentage  of  his  profits  among  his  workmen 
in  the  ratio  of  their  wages.  This  example  was  followed  in 
1865  by  Messrs  Briggs  of  the  Whitwood  and  Methley  Junc- 
tion Collieries  near  Leeds.  The  United  Coal-Miners  of  South 
Yorkshire  in  1874  bought  the  Shirland  Collieries  for  £70,000 
(£31,000  paid  down  and  the  remainder  raised  by  debenture 
bonds),  but  they  failed  to  pay  the  interest  on  these  bonds,  and 
the  undertaking  failed. 

The  Ouseburn  Engineering  Factory  was  established  by  some 
Newcastle  engineers,  on  strike  for  the  Nme  Hours'  Day  in  1871, 
on  a  co-operative  basis  ;  it  failed  in  1876,  but  has  been  re- 
established. 

This  bonus  from  the  profits,  being  distributed  according  to 
the  aggregate  amount  of  wages,  falls  generally  in  larger  pro- 
portion to  the  best  workmen,  who  are  thus  given  an  interest 
in  the  prosperity  of  the  business.  It  is  contended  that  the 
bonus  is  not  a  sacrifice  on  the  part  of  capital,  but  a  measure 
of  the  increased  efficiency  given  to  both  capital  and  labour. 
It  is  essential,  however,  that  there  should  be  j)rofits  to  share. 
The  workmen  are  ready  enough  to  share  in  profits,  but  are  not 
so  ready  to  accept  partnership  in  losses,  and  a  strike  at 
Methley  CoUiery  was  the  result  of  the  withdrawal  of  the  bonus 
during  a  period  of  bad  times  of  the  coal  trade. 

Other  co-operative  productive  societies  that  have  at  various 
times  existed  are  the  Leeds  Flour  Mill  and  the  Associations  of 
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Co-operative  Shoemakers  in  Northamptonshire.  In  1887  there 
were  twelve  co-operative  productive  societies  in  the  North  of 
England,  employing  more  than  3000  workmen.  The  Oneida 
Perfectionists,  who  manufacture  silk  twist,  and  the  Amana 
Society,  who  produce  woollen  stuffs,  are  communistic  societies 
iu  America  engaged  in  production. 

The  Sun  Cotton  Mill  at  Oldham,  the  metropolis  of  co-opera- 
tion, had  no  share  of  its  profits  assigned  to  the  workmen 
employed,  but  its  shares  were  issued  at  £5,  so  they  might 
be  held  by  people  of  the  labouring  class. 

The  principle  of  co-operation  in  farming  was  first  put  into 
practice  by  Mr  Gurdon  at  Assington  in  Suffolk  in  1830.  He 
let  a  farm  to  an  association  of  labourers  at  the  ordinary  rent, 
and  also  advanced  the  association  money  to  provide  the 
necessary  stock  and  implements.  This  advance  was  soon 
repaid,  and  the  labourers  became  the  owners  of  the  stock  and 
implements  on  the  farm,  and  carried  on  the  business  so  success- 
fully that  a  second  farm  was  let  in  the  same  way.  The 
agricultural  depression  ruined  the  second  and  larger  farm  in 
1883,  but  it  paid  the  original  shareholders  £16  a  share,  the 
landlord  and  other  creditors  were  paid  up  in  full,  and  only 
the  later  shareholders  lost  money.  The  farm  was  eventually 
started  again  with  the  help  of  the  London  Co-operative  Guild, 
and  up  to  1888  was  able  to  pay  its  rent  and  the  current  rate  of 
wages  to  its  labourers,  though  it  made  no  profits.  The  smaller 
farm  remained  on  the  same  basis  as  when  originally  started. 

The  Shakers  in  America  are  a  communistic  society  owning 
land  on  co-operative  principles. 

Co-operation  in  production  was  assisted  by  the  French 
revolutionary  Government  of  1848,  which  made  a  grant  of 
three  million  francs  to  assist  fifty-six  societies.  Of  these  the 
Associations  of  the  Co-operative  Masons  and  Pianoforte- 
makers  met  with  most  success,  but  the  grant  of  Government 
subsidies  did  not  succeed  in  strengthening  the  movement. 
In  1887  there  were  forty-seven  co-operative  associations  of 
workmen  existing  in  Paris. 

Co-operation  in  production  has  generally  been  less  successful 
than  co-operation  in  consumption,  on  account  of  the  vicissitudes 
of  trade  and  the  rareness  of  business  talents  among  the  work- 
ing classes.     Professor  Marshall  acknowledges  this. 
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"  The  managers  of  a  co-operative  association  seldom  have 
the  alertness,  the  inventiveness,  and  the  ready  versatility  of 
tlie  ablest  of  those  men  who  have  been  selected  by  the 
struggle  for  survival,  and  have  been  trained  by  the  perfectly 
free  and  unfettered  responsibility  of  private  business."  * 

Co-operation  in  consumption  originated  in  England,  where 
the  Eoehdale  Equitable  Pioneers'  Society  was  founded  in 
1844.  Its  members  clubbed  their  means  (£28)  to  buy  goods 
from  the  wholesale  shops,  and  purchased  goods  from  the 
common  stock  thus  accumulated  with  ready  money  at  ordinary 
retail  prices.  Interest  at  5  per  cent,  was  first  paid  on  capital, 
and  the  surplus  of  the  profits  was  divided  among  the  customers 
in  the  ratio  of  their  purchases. 

This  example  was  followed  on  the  Continent  by  the  Zurich 
Consumers'  Union  and  the  Co-operative  Union  of  Milan. 
The  Civil  Service  and  Army  and  Navy  Co-operative  Stores 
in  London  adhere  strictly  to  the  principle  of  selling  their 
goods  for  ready  money,  but,  instead  of  giving  back  to  the 
customer  his  share  of  the  profits  in  a  lump  sum  each 
quarter,  they  spend  their  profits  in  selling  their  goods 
some  20  per  cent,  cheaper  than  the  retail  merchant.  This 
they  can  do,  as  their  ready-money  system  enables  them  to 
turn  over  their  capital  many  times  in  the  year.  They  can 
thus  do  a  maximum  of  business  with  a  minimum  of  capital. 
They  give  no  credit,  and  therefore  require  none  from  the  pro- 
ducers, who  sell  to  them  cheaper  in  consequence,  and  they 
make  no  bad  debts.  Mulhall  gives  the  following  statistics  of 
the  growth  of  co-operative  stores  : — 


Year. 

Members. 

Capital. 

Sales. 

1861     . 

.       38,000 

£365,000 

£1,100,000 

1884     . 

.     898,000 

£10,480,000 

£30,400,000 

Those  stores  are  not  really  co-operative  in  which  no  share  of 
the  profits  is  allotted  to  the  persons  employed  by  the  concern, 
but  the  profits  are  given  away  to  the  customers,  who  buy  more 
cheaply  than  at  the  ordinary  retail  price.  They  do  an  important 
service  to  production  in  getting  rid  of  a  large  number  of  retail 
dealers,  who  all  have  to  get  a  living  out  of  the  commodity 
they  sell  and  therefore  raise  its  price  more  than  in  proportion 

*  Econotnics  of  Industry,  p.  191. 
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to  its  cost  of  production.  Mill  believed  that  nine-tenths  of  these 
retail  dealers  were  superfluous,  Eogers  four-fifths. 

The  Eochdale  Pioneers'  Society  have  supplemented  their 
operations  by  establishing  the  Wholesale  Co-operative  Society, 
the  object  of  which  is  to  give  facilities  for  purchasing  goods 
in  the  best  market  to  various  small  struggling  co-operative 
societies.  In  1887  it  supplied  goods  to  790  retail  societies 
holding  shares  in  it;  and  a  similar  wholesale  society  in 
Scotland  supplied  goods  to  231  retail  societies.  It  has  been 
proposed  that  the  co-operative  productive  societies  should 
unite  themselves  to  these  wholesale  societies,  and  so  secure  a 
certain  and  steady  market  for  their  produce. 

Co-operative  banking  was  set  on  foot  in  Germany  by  Herr 
Schulze-Delitsch  (the  Badiat-Schulze  of  Lassalle)  in  1851. 
Herr  Schulze-Delitsch  was  a  leader  of  the  Progressive "  Party 
in  the  Prussian  Parliament,  and  he  established  credit  banks 
which  lent  money  to  their  own  members,  thus  enabling  a 
workman  to  provide  himself  with  capital.  The  funds  for  the 
purpose  are  partly  subscribed  by  the  members,  partly  borrowed 
on  the  credit  of  the  association,  every  member  of  which  is 
jointly  and  severally  liable  for  the  debts  of  every  other 
member.  In  the  credit  banks  on  the  system  of  Schulze- 
Delitsch  there  are  shareholders  who  need  not  be  members ; 
in  the  banks  on  the  system  of  Paffeisen  the  members  alone 
are  responsible  for  making  and  collecting  loans. 

The  proportion  of  subscribed  capital  to  borrowed  funds  may 
be  as  10  to  90  at  the  commencement  of  a  society,  but  afterwards 
must  be  brought  up  to  50  per  cent.  All  members  must  hold 
one  equal  share  of  the  capital  of  the  society,  which  must  be 
increased  in  proportion  to  its  business.  The  shares  may  be 
paid  up  in  full  or  in  regular  instalments,  but  till  they  are  so 
paid  up,  no  dividends  are  paid  on  them.  On  the  other  hand, 
it  is  only  the  fully  paid-up  capital  that  is  liable  for  deficits, 
the  principle  being  "  in  proportion  to  the  share  of  gain  the  risk 
of  loss."  The  liability  for  deficits  is  in  the  following  order :  (1) 
Keserve  Fund,  (2)  Fully  paid-up  capital,  (3)  Private  property 
of  members.  In  1885  there  were  1,500,000  members  of  these 
credit  banks,  owning  a  capital  of  £15,000,000, 

Co-operative  banking  is  forbidden  by  law  in  England,  and 
the  only  institutions  it  has  been  found  possible  to  set  on  foot 
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are  the  bank  established  by  Dr  Rutherford  at  Newcastle  in 
1871,  and  the  bank  connected  with  the  Wholesale  Co- 
operative Society,  in  which  co-operative  societies  have  shares. 
Co-operation  has  had  to  overcome  the  following  obstacles  in 
England.  Before  1852  no  co-operative  society  of  workmen 
could  legally  constitute  itself.  In  1852  Mr  Slaney's  In- 
dustrial and  Provident  Societies  Act  admitted  associations  of 
working  men  to  the  statutory  privileges  of  friendly  societies, 
exempting  them  from  the  formalities  applicable  to  joint-stock 
companies.  Up  to  1867  no  co-operative  society  could  have 
more  than  £200  invested  in  any  commercial  concern.  Up  to 
1871  no  society  of  this  sort  could  buy  or  sell  land  except  for 
purposes  of  its  trade. 


BOOK  III. 
EXCHANGE. 


CHAPTEE  I. 

VALUE   AND   PEICE. 

Exchange  is  the  means  of  converting  the  produce  of  labour 
into  its  most  convenient  form,  e.g.,  a  hunter  has  more  deers- 
flesh  than  he  can  eat,  and  wants  bread,  so  he  converts  part 
of  his  flesh  into  bread  by  means  of  exchange. 

To  exchange  for  anything  else,  an  object  must  possess — 

1.  Value  in  use  or  general  purchasing  power.  This  depends 
upon  its  capacity  to  satisfy  a  desire  or  serve  a  purpose. 
Aristotle  bases  the  cause  of  all  value  on  x/of'«  (demand). 
Utility  is  no  inherent  quality,  it  arises  out  of  the  relation  of 
things  to  man's  requirements,  and  its  origin  is  the  desire  of 
the  consumer,  not  the  labour  of  the  producer.  It  is  not  the 
measure  of  exchangeable  value,  though  essential  to  it,  e.g., 
water,  though  most  useful,  is  generally  valueless,  because  the 
other  essential  element  of  value,  namely,  difficulty  of  attain- 
ment, is  absent.  When  once  the  element  of  difficulty  of 
attainment  is  present,  as  in  large  towns  to  which  water  is 
brought  by  human  labour,  water  will  possess  a  value. 

2.  Difficulty  of  attainment,  e.g.,  air,  though  a  requisite  of 
life,  has  no  value,  because  it  can  be  freely  obtained  by  all, 

"  Labour  was  the  first  price,  the  original  purchase  money 
paid  for  all  things."  This  does  not  mean  that  the  labour  with 
which  a  thing  was  or  can  be  made  is  the  cause  of  its  value, 
but  that  the  quantity  of  labour  it  will  exchange  for  or  purchase 
shows  what  its  value  is,  and  how  much  it  has  varied  from 
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time  to  time  or  from  place  to  place.  Ricardo,  and  after  him 
the  Socialists,  however,  are  of  opinion  that  the  quantity  of 
labour  required  for  producing  a  thing  is  the  sole  cause  of  its 
value. 

^Macleod  points  out  that,  if  this  is  so,  it  follows  that — 

1.  All  differences  or  variations  in  value  must  be  due  to 
differences  or  variations  in  labour.  The  enormous  value  of 
land  in  great  cities  cannot  be  attributed  to  labour. 

Land  has  a  special  value  as  the  site  of  fairs ;  when  the  fairs 
remove  its  excess  of  value  ceases,  but  this  would  not  be  so  if 
labour  were  the  sole  cause  of  value.  Labour  cannot  be  said 
to  be  the  cause  of  the  value  of  a  diamond,  which  we  may  pick 
up  without  any  exertion. 

2.  Things  produced  by  the  same  quantity  of  labour  must  be 
of  equal  value,  but  then  the  rubbish  in  which  a  diamond  is 
found  would  be  of  the  same  value  as  the  diamond  itself.  If 
a  man  shot  a  pheasant  with  one  barrel  of  his  gun  and  a  crow 
with  the  other,  both  birds  should  be  of  the  same  value. 

3.  The  value  must  be  in  proportion  to  the  labour.  Then  a 
nugget  of  gold,  found  after  six  months'  labour,  should  be  more 
valuable  than  one  of  equal  weight  found  on  the  commence- 
ment of  the  labour. 

4.  A  thing  produced  by  labour  must  always  have  value  and 
the  same  value.  If  this  were  so,  fashion  could  not  make 
things,  especially  articles  of  dress,  valueless  when  they  go  out 
of  fashion,  and  gold  or  legal  attainments  could  not  be  valueless 
among  savages.  If  value  depended  upon  labour,  it  could 
never  be,  as  it  really  is,  purely  local. 

Price  is  value  estimated  in  money.  Every  article  has  gener- 
ally two  prices,  its  normal  price  and  its  market  price.  Its 
normal  price  depends  upon  its  cost  of  production.  Its  market 
price  is  the  price  prevalent  in  a  certain  market.  A  market  is 
defined  by  Cairnes  as  a  district  in  which  competition  is  fully 
and  freely  operative,  and  in  which  all  sellers  know  the  terms 
of  other  sellers  and  all  buyers  those  of  other  buyers.  The 
causes  which  make  market  price  differ  from  normal  price 
are — 

1.  Temporary  local  alterations  of  the  ratio  of  demand  to 
supply. 

2.  Custom,  which  sometimes  makes  people  buy  from  the 
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shop  which  they  have  been  accustomed  to,  even  though  they 
might  get  things  cheaper  elsewhere. 

The  relative  market  prices  of  different  articles  vary  accord- 
ing to  the  estimates  formed  by  people,  not  of  the  total  utility 
of  the  amount  of  each  article  they  buy,  but  of  the  final  utility. 
The  final  or  marginal  utility  means  the  utility  to  the  buyer 
of  just  the  last  portion  of  the  commodity  for  which  he  will 
give  the  price  asked  ratlier  than  go  without  it.  Marshall 
points  out,  "  The  marginal  utility  of  a  commodity  to  anyone 
diminishes  with  every  increase  in  the  amount  of  it  he  already 
has."*  This  regulates  the  normal  price  to  the  buyer.  Cost 
of  production  regulates  normal  price  to  the  seller. 

There  is  no  such  thmg  as  a  general  rise  in  values,  as  all 
things  cannot  rise  in  value  relatively  to  each  other.  Prices 
may  rise,  but  if  they  rise  equally,  it  is  of  no  consequence  to 
anybody's  rent,  wages,  or  profits,  as,  of  all  that  is  bought  with 
money,  they  get  neither  less  nor  more  than  before.  Money 
is  the  only  thing  which  has  altered  (fallen)  in  value.  The 
producers  of  money,  and  those  who  have  to  receive  or  pay 
fixed  sums  of  money,  are  the  only  persons  affected. 


CHAPTEK  II. 

CLASSIFICATION  OF  COMMODITIES   ACCORDING   TO   VALUE. 

1.  Certain  things  have  a  monopoly  value,  as  the  supply  of 
them  cannot  be  increased.  To  this  class  belong  pictures  by 
deceased  artists,  and  rare  wines,  the  produce  of  particular 
vineyards  in  special  years.  The  value  of  this  class  of  com- 
modities depends  upon  the  equalisation  of  the  supply  to  the 
demand :  this  is  effected  by  raismg  the  price  till  only  those 
continue  to  demand  the  article  who  can  afford  to  pay  the 
price  required.  If  the  supply  is  naturally  or  artificially 
limited,  as  was  the  case  with  tea  before  the  East  India 
Company's  monopoly  of  the  trade  to  China  was  abolished  in 
1834,  with  the  produce  of  the  Spice  Islands  under  the  Dutch 
East  India  Company,  who  often  destroyed  part  of  the  crop  to 
*  Economics  of  Industry,  p.  78. 
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keep  up  prices,  with  opium  in  India  and  tobacco  in  France, 
as  they  are  Government  monopolies,  the  price  of  the  com- 
modity is  often  only  limited  by  the  buyer's  estimation  of  its 
worth  to  himself.  Demand  is  defined  as  the  desire  for  goods 
or  commodities  seeking  its  end  by  the  offer  of  general  pur- 
chasing power.  Supply  is  the  desire  for  general  purchasing 
power  seeking  its  end  by  the  offer  of  specific  commodities  or 
services. 

2.  Things  which  can  be  produced  by  capital  and  labour  to 
any  extent,  without  increased  cost,  are  always  sold  at  a  price 
which  will  repay  the  manufacturer  the  capital  he  has  laid  out 
in  wages  and  in  the  ordmary  expenses  of  production,  together 
with  the  ordmary  rate  of  profit  on  his  advances.  This  price 
is  called  the  cost  of  production.  All  manufactured  articles 
belong  to  this  class.  The  market  value  of  a  commodity 
results  from  the  local  ratio  of  the  supply  to  the  demand,  and 
must  be  such  as  to  create  a  market  for  the  existing  supply. 
The  market  value  of  a  commodity  only  remains  constant  dur- 
ing a  period  which  cannot  exceed  the  length  of  time  necessary 
for  altering  the  supply.  If  competition  be  active  and  the 
power  of  production  indefinite,  manufacturers  will  only  be 
reimbursed  the  cost  of  production.  If,  for  any  temporary 
cause,  a  thmg  exchanges  for  more  than  its  normal  value, 
additional  capital  will  quickly  be  invested  in  the  trade,  and  so 
may  increase  the  supply  to  an  extent  even  more  than  in  pro- 
portion to  the  demand.  The  value  of  the  article  may  then 
even  fall  below  its  original  amount,  in  which  case  over-supply 
will  be  corrected  by  total  or  partial  suspension  of  production. 
If  there  are  buyers  at  the  market  price  for  a  greater  amount 
of  the  commodity  than  is  offered  for  sale,  its  price  will  rise 
till  those  who  cannot  pay  the  additional  price  cease  to  wish 
to  buy  it.  If  a  greater  amount  is  produced  than  people  wish 
to  buy,  the  supply  is  equalised  to  the  demand  by  increased 
cheapness,  which  either  calls  forth  more  buyers  or  induces 
those  who  have  already  bought  to  take  more.  General  high 
w\ages,  profits,  or  taxation  do  not  affect  values,  but  if  the 
wages  or  profits  of  an  employment,  or  the  tax  levied  on  it, 
exceed  the  average  rate,  its  value  will  correspondingly  increase. 

A  general  increase  of  the  cost  of  labour  lowers  profits,  and 
therefore   lowers   relatively   the  value   of    things  made   by 
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machinery,  as  the  element  of  prolits  enters  more  into  their 
vahie  than  into  that  of  other  thmgs.  Profits  also  enter  more 
largely  into  the  cost  of  production  of  some  things  than  of 
others  if  they  are  required  to  yield  a  profit  during  a  longer 
period  of  time.  Cloth  is  as  valuable  as  it  ever  will  be  as 
soon  as  it  is  manufactured,  but  wine  is  improved  by  keeping. 
The  wine  and  the  cloth  are  originally  of  the  same  value,  but 
the  wine  will  not  be  kept  for  five  years  unless  saleable  at  the 
end  of  that  time  for  an  amount  equal  to  the  value  of  the  cloth 
and  five  years'  profit  thereon  at  compound  interest.  The 
difference  in  value  between  the  cloth  and  the  wine  at  the  end 
of  five  years  will  be  larger  the  higher  the  rate  of  profit. 

A  rise  in  general  profits,  therefore,  affects  the  value  of  those 
things  in  which  profit  is  a  large  element  much  more  than  the 
value  of  those  things  in  which  it  is  a  small  element,  and  to 
this  extent  may  be  said  to  have  an  effect  on  values.  The 
greater  the  proportion  of  the  whole  capital,  which  consists  in 
buildings,  machinery,  or  in  anything  which  must  be  provided 
before  the  immediate  labour  can  commence,  and  the  more 
durable  these  are,  the  more  largely  will  profits  enter  into  the 
cost  of  production.  A  commodity  is  made  by  £1000  worth  of 
real  labour ;  its  cost  of  production  will  be  £1200^  being  £1000 
repayment  of  capital  and  £200  profit  at  20  per  cent. 

A  second  commodity  is  made  by  £500  worth  of  real  labour 
and  an  imperishable  machine  worth  £500 ;  the  owner  does  not 
want  to  be  repaid  the  price  of  the  machine,  as  he  still  has  it, 
and  it  is  undeteriorated  in  value,  but  he  requires  a  profit  on 
it.  The  cost  of  production  will  therefore  be  £700  (£500  to 
replace  capital  advanced  in  wages  and  £200,  20  per  cent, 
profit  on  the  whole  £1000).  Profits  in  this  case  will  be  in  the 
ratio  of  £200  to  £700,  or  24f  per  cent.  If  the  machine  de- 
teriorate in  value  20  per  cent,  yearly,  then  £100  must  be 
added  to  the  cost  of  production  to  reimburse  this,  and  it  will 
be  £800.  Profits  in  this  case  will  be  in  the  ratio  of  £200  to 
£800,  or  25  per  cent. 

A  rise  of  profit  demanded  in  the  preliminary  stages  of  a 
manufacture  exerts  an  influence,  like  that  of  compound 
interest  in  accumulating  debt,  in  raising  the  price  of  a  com- 
modity, as  that  part  of  the  capitalist's  expenses  which  consists 
in  the  profits  of  previous  capitalists  is  increased. 
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If  a  squatter  in  Australia  demand  a  higher  rate  of  profit, 
say  5  per  cent.,  on  the  wool  of  his  sheep,  he  increases  his  price 
to  the  wool  merchant,  who  pays  him  £105  for  every  £100 
paid  before.  The  wool  merchant  will  demand  from  the  cloth 
maker  to  be  repaid  this  sum  with  a  profit,  so  his  price  will  be 
£105  +  5  per  cent,  on  £105,  or  £110,  5s.  The  cloth  manu- 
facturer will  demand  repayment  of  this  advance  with  a  profit 
from  the  tailor,  and  his  price  will  be  £110,  5s. +  5  per  cent, 
on  £110,  5s.,  or  £115,  10s.  3d.  The  price  of  a  coat  to  the 
wearer  will  be  calculated  on  the  basis  of  the  tailor  receiving 
£115, 10s.  3d. +  5  per  cent,  on  £115, 10s.  3d.,  or  £121, 10s.  9d., 
and  will  represent  a  certain  portion  of  this  sum.  Thus 
each  man  expects  to  be  repaid  the  cost  of  production  with  a 
profit,  and  the  price  of  the  coat  to  the  wearer  is  increased 
more  than  in  proportion  to  the  original  increase  in  the  rate  of 
profit  demanded  by  the  squatter :  an  increase  of  5  per  cent,  in 
the  price  of  the  wool  causes  an  increase  of  more  than  20  per 
cent,  in  the  price  of  the  coat. 

It  is  asserted  that  there  sometimes  arises  an  excess  of  supply 
over  demand,  with  the  result  of  a  fall  of  prices  and  a  depres- 
sion of  trade. 

If  the  word  demand  be  used  as  equivalent  to  the  power  of 
payment,  when  the  supply  is  doubled  the  power  of  payment 
is  also  doubled,  as  this  only  consists  in  commodities. 

If  the  word  demand  be  used  as  equivalent  to  the  wish  to 
buy,  though  those  who  have  an  equivalent  to  give  might  have 
all  their  wants  satisfied,  yet  the  fact  of  their  going  on  adding 
to  their  production  shows  that  all  their  wants  are  not  yet 
satisfied.  Production  is  not  excessive,  but  ill-assorted,  if  one 
thing  is  produced  when  the  demand  is  for  another.  A  glut 
of  one  commodity  takes  place  when  there  is  a  deficiency  of 
some  other  commodity  to  be  offered  as  an  equivalent. 

If  people  go  on  investing  their  savings  from  habit,  they 
make  them  over  to  labourers  in  payment  for  labour.  When 
the  labourers  have  all  their  wants  satisfied,  they  will  shorten 
their  hours  of  labour  and  so  diminish  production. 

It  is  erroneously  supposed  that  periods  of  commercial  crisis 
are  dvie  to  excess  of  supply,  as  also  that  it  is  the  cause  of  the 
tendency  of  profits  to  a  minimum. 

When  the  supply  is  in  excess  of  the  demand,  the  profits  of 
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the  manufacturers  are  lowered,  but  consumers  can  generally 
be  found  for  the  commodities  if  the  price  be  lowered 
sufficiently. 

Professor  Marshall  has  been  the  first  to  emphasise  the 
contrast  between  the  parts  which  nature  and  man  respectively 
play  m  production.*  Capital  and  labour  invested  in  land  obey 
the  law  of  diminishing  return.  On  the  other  hand,  given 
an  increased  investment  of  capital  and  labour  in  a  trade, 
improved  organisation  generally  follows,  and  the  produce  can 
be  increased  in  direct  proportion  to  the  capital  and  labour 
invested.  Thus  the  law  which  capital  and  labour  obey  when 
they  are  invested  in  a  manufactory  is  diametrically  opposite 
to  that  which  they  follow  when  invested  in  land.  The  return 
to  an  increase  of  the  capital  and  labour  invested  is  in  the 
former  case  proportionally  greater,  in  the  latter  case  pro- 
portionally less. 

3.  The  third  class  of  commodities  are  those  of  which  only  a 
limited  quantity  can  be  produced  at  a  given  cost,  and  if  more 
is  required,  it  must  be  produced  at  a  greater  proportional  cost. 
Agricultural  produce  is  the  chief  example  of  this  class,  the 
value  of  which  is  regulated  by  the  cost  of  that  portion  of  the 
supply  which  is  brought  to  market  at  the  greatest  expense. 
The  produce  of  mines  or  fisheries  has  its  value  regulated  simi- 
larly to  that  of  land ;  all  the  most  productive  mines  or  fisheries 
cannot  be  worked  at  once,  owing  to  physical  causes,  and  the 
value  of  the  produce  of  each  mine  or  fishery  is  proportional  to 
the  superiority  of  its  productiveness  over  that  of  the  worst  in 
use. 

The  price  of  fish  is  especially  subject  to  fluctuations,  as  its 
production  depends  upon  conditions  which  are  out  of  men's 
power  to  control,  and  it  is  so  perishable  that  a  market  must 
be  found  for  it  almost  at  any  price.  Mines  and  fisheries,  like 
land,  yield  a  rent  which  is  fixed  by  the  same  considerations 
as  agricultural  rent.  Eent  is  the  price  paid  for  a  differential 
advantage  in  the  production  of  a  commodity  and  does  not 
enter  into  its  cost  of  production.  The  gains  of  a  patentee 
resemble  rent,  and  do  not,  any  more  than  it,  affect  values.  The 
patentee's  profit  is  the  difference  between  the  cost  of  his  im- 
proved process  and  the  ordinary  one ;  this  profit  will  remain 
*  Economics  of  Industry,  pp.  200,  201. 
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SO  long  as  the  m.arket  is  not  fully  stocked  with  articles  manu- 
factured by  the  improved  process.  Anyone  who,  by  superior 
talents  or  better  business  arrangements,  can  bring  his  produce 
to  market  at  a  lower  cost,  whilst  its  value  is  determined  by  a 
higher  rate  of  cost  of  production,  enjoys  a  similar  differential 
advantage,  but  it  does  not  affect  the  value  of  his  goods. 

In  a  new  colony  the  values  of  arable  and  pasture  land  alter 
their  mutual  relation  as  society  progresses. 

The  value  of  easily  portable  commodities  is  regulated  by 
their  cost  in  the  mother  country  plus  the  cost  of  carriage. 
Corn  is  grown  for  export,  and  arable  land  is  more  valuable 
than  pasture,  as  there  is  no  sufficient  market  for  the  meat  of 
the  cattle.  As  the  colony  progresses  and  the  population 
increases,  there  is  a  greater  demand  for  meat,  and,  as  it 
cannot  be  imported,  the  value  of  pasture  land  rises. 


CHAPTER  III. 

THE   VALUE   OF  ACCESSOKY  PRODUCTS. 

Some  things  have  a  joint  cost  of  production,  being  both  pro- 
duced by  the  same  operation.  The  expectation  of  the  joint 
profit  of  both  causes  money  to  be  laid  out  upon  them,  and  the 
outlay  would  have  to  be  incurred  for  the  one  even  if  the  other 
were  not  used  or  wanted.  Wool  and  mutton,  beef  hides  and 
tallow,  gas  and  coke  belong  to  this  class. 

A  given  quantity  of  coke  with  the  gas  resulting  therefrom 
must  exchange  for  other  things  in  the  ratio  of  their  joint  cost 
of  production.  Suppose  there  is  a  good  market  for  the  gas 
but  not  for  the  coke  at  the  price  offered,  the  price  of  the  gas 
will  be  raised  and  that  of  coke  lowered,  till  the  demand  for 
each  fits  so  well  with  the  demand  for  the  other,  that  the 
quantity  required  of  each  is  exactly  as  much  as  is  generated 
in  producing  the  quantity  required  of  the  other,  and  there  is 
therefore  a  market  for  each  at  the  price  required  by  the  joint 
cost  of  production.  Rotation  of  crops  is  an  instance  of  joint 
cost  of  production :  the  farmer  bases  his  expectation  of  profit 
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on  the  combined  produce  of  each  of  the  two  crops  on  the  same 
field  in  two  successive  years,  and  the  value  of  both  must  be 
such  as  to  allow  an  equal  quantity  of  each  to  be  sold. 


CHAPTEE  IV. 

MONEY, 

General  Walker's  definition  of  money  is  that  it  is  "  that 
which  passes  freely  from  hand  to  hand  throughout  the  com- 
munity in  final  discharge  of  debts  and  in  full  payment  for 
commodities,  being  accepted  equally  without  reference  to  the 
character  or  credit  of  the  person  who  offers  it,  and  without 
the  intention  of  the  person  who  receives  it  to  consume  it  or 
enjoy  it  or  employ  it  for  any  other  use  than  in  turn  to  tender  it 
to  others  in  discharge  of  debts  or  payment  for  commodities." 

The  possession  of  money  shows  that  the  holder  of  a  coin  has 
done  society  a  service,  the  value  of  which  is  proved,  measured, 
and  registered  by  the  coin,  and  for  which  he  expects  an  equiva- 
lent when  he  parts  with  the  coin.  Money  is  a  measure  of 
value  and  a  medium  of  exchange.  It  is  the  standard  by  which 
future  obligations  are  determined.  It  is  also  a  form  in  which 
capital  can  be  held  in  suspense  without  loss,  till  the  precise 
form  of  investment  can  be  decided  on.  A  measure  of  value 
is  something  by  comparison  of  which  with  two  other  things 
we  may  ascertain  their  value  relatively  to  each  other ;  thus,  if 
the  price  of  a  pint  of  ale  be  threepence  and  the  price  of  a  loaf 
of  bread  be  sixpence,  we  say  that  the  bread  is  twice  as  valuable 
as  the  ale.  Money  is  not  a  perfect  measure  of  value.  "  To 
enable  the  money  price  of  a  thing  at  two  different  periods 
to  measure  the  quantity  of  things  in  general  which  it  will 
exchange  for,  the  same  sum  of  money  at  both  periods  must 
correspond  to  the  same  amount  of  things  in  general,  i.e., 
money  must  always  have  the  same  purchasing  power,"  which 
is  not  the  case,  as  its  value  constantly  varies. 

Money  is  the  medium  of  exchange  or  the  substitute  for 
barter.     If  a  baker  has  bread  to  sell  and  wants  tea,  instead  of 
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waiting  till  he  can  find  some  one  with  tea  for  sale  who  wants 
bread,  he  sells  his  bread  for  money,  thus  obtaining  a  medium 
of  exchange  which  is  desired  by  everybody,  and  with  the 
money  he  buys  bread.  The  adoption  of  some  one  commodity 
as  the  standard  renders  the  comparison  of  values  easy.  Mr 
Jevons  says :  "  The  chosen  commodity  becomes  a  common 
denominator  or  common  measure  of  value,  in  terms  of  which 
we  estimate  the  values  of  all  other  goods."  *  Money  renders 
exchanges  possible  by  acting  as  the  intermediate  term  in  each 
exchange,  and  also  makes  them  more  definite.  Money  is  also 
the  standard  by  which  future  obHgations  are  determined ;  thus, 
when  a  contract  is  made  for  a  payment  in  the  future,  such 
as  rent,  it  is  generally  agreed  that  the  payment  should  be  made 
in  gold  or  silver,  as  being  less  variable  than  other  commodities 
in  value.  It  is  also  a  form  in  which  capital  can  be  held  in 
suspense  without  loss,  till  the  precise  form  of  investment  can 
be  decided  on.  We  thus  sum  up  the  functions  of  money. 
Money  is — 

1.  A  medium  of  exchange. 

2.  A  measure  of  value. 

3.  A  standard  of  value. 

4.  A  store  of  value. 

Gold  and  silver  are  chosen  as  the  materials  of  money 
because — 

1.  They  possess  high  intrmsic  value  in  a  small  bulk. 

2.  The  amount  of  labour  necessary  to  produce  a  given  amount 
of  the  precious  metals  does  not  vary  much,  therefore  their  cost 
of  production  is  fairly  constant. 

3.  They  are  indestructible  imder  ordinary  conditions  of 
atmosphere. 

4.  They  can  be  easily  divided,  so  that  a  number  of  small 
pieces  of  money  will  be  worth  no  more  and  no  less  than  an 
aggregate  piece  of  equal  weight. 

5.  They  are  easily  distinguishable,  and  there  is  no  trouble 
in  ascertaining  their  value. 

The  amount  of  money  which  a  country  requires  for  circula- 
tion varies  directly  with  prices  and  depends  on — 

1.  The  amount  of  goods  to  be  sold  for  money.  When 
prices  are  high,  a  greater  amount  of  the  precious  metals  is 

*  Money,  p.  5. 
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needed  to  perform  a  given  amount  of  buying  and  selling  than 
when  they  are  low. 

2.  The  number  of  times  goods  are  bought  and  sold  for 
money  before  being  consumed. 

3.  The  extent  to  which  cheques,  bills  of  exchange,  and  other 
paper  substitutes  for  coin  are  in  use.  In  England  the  bank- 
ing system  has  been  brought  to  such  perfection  that  it  has 
been  calculated  that  there  are  only  226  sovereigns  in  use  in 
every  nominal  £10,000. 

The  natural  value  or  general  purchasing  power  of  money 
is  the  value  of  the  bullion  of  which  it  is  made  in  addition 
to  a  value  equivalent  to  the  cost  of  coining  when  not  borne 
by  the  State.  The  value  of  the  precious  metals  principally 
depends  upon  their  employment  as  the  material  of  money, 
as  the  value  of  the  amount  of  them  used  in  the  arts  varies 
very  little  from  year  to  year.  The  charge  for  coinage  is 
called  a  seigniorage.  In  England  there  is  no  such  charge, 
and  the  mint  gives  coin  of  the  same  weight  as  the  bullion  it 
has  received.  Where  a  seigniorage  is  charged,  this  is  gene- 
rally done  by  returning  coin  somewhat  less  in  weight  than 
the  bullion,  and  the  mint  retains  the  difference  to  reimburse 
the  cost  of  coinage.  This  has  the  effect  of  a  debasement,  as 
the  nominal  and  bullion  value  of  the  coin  no  longer  corre- 
spond. It  checks  the  tendency  to  melt  the  coins  for  exporta- 
tion, for  coins  are  more  valuable  than  bullion  in  proportion  to 
the  amount  taken  out  of  them  as  seigniorage. 

If  the  precious  metals  are  imported,  the  value  of  money 
will  be  the  cost  of  the  labour  and  capital  expended  in  pro- 
ducing the  equivalent  exchanged  for  it. 

The  English  mint  is  compelled  to  buy  all  the  gold  bullion 
offered  to  it  at  £3,  17s.  lO^d.  per  ounce,  but  this  is  because 
three  sovereigns  and  exactly  that  portion  of  a  sovereign  which 
is  equivalent  to  17s.  lO^d.  can  be  coined  from  an  ounce  of  gold. 
The  price  of  gold  is  thus  constant,  but  this  does  not  show  that 
the  value  of  gold  estimated  in  other  commodities  is  constant 
also.  That  quantity  of  money  will  be  in  circulation  in  any 
country  which  will  enable  it  to  perform  all  the  required  ex- 
changes consistently  with  its  maintaining  a  value  equal  to 
its  cost  of  production. 

The  precious  metals  are  the  produce  of  mines,  and  therefore 
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their  value  is  proportional  to  the  superiority  of  the  mine  from 
\vhich  they  are  produced  over  the  least  productive  mme  in 
existence.  If  the  cost  of  money  is  above  this  its  natural  value, 
prices  will  be  low,  if  the  cost  is  below  its  natural  value, 
prices  will  be  high.  The  average  price  of  commodities  thus 
depends  upon  the  cost  of  production  of  gold.  As  the  precious 
metals  are  largely  used  for  jewellery  and  ornament,  besides 
being  coined  into  money,  and  as  they  are  so  durable  that  a 
comparatively  small  annual  production  keeps  up  the  supply, 
the  adjustment  in  value  to  the  cost  of  production  is  slow,  and 
even  if  the  annual  production  were  stopped,  it  w^ould  be  long 
before  prices  were  affected.  The  supply  is  more  easily  in- 
creased than  decreased ;  and  it  must  be  much  increased,  as  on 
the  discovery  of  the  silver  mines  of  Potosi  or  the  gold-fields 
of  California,  before  its  effect  can  be  felt  in  lowering  prices  all 
over  the  world.  The  cost  of  production  is  thus  comparatively 
unimportant  as  compared  with  the  quantity  of  money  in  fixing 
its  value  or  purchasing  power.  Any  increase  of  the  quantity 
of  money  decreases  the  amount  of  goods  it  will  purchase  and 
raises  prices  in  the  ratio  of  the  increase. 

If  each  sovereign  of  £10,000  changes  hands  ten  times 
in  a  given  time,  £10,000  can  perform  as  much  work  in 
buying  and  selling  as  £100,000.  The  average  number  of  times 
each  piece  of  money  changes  hands  in  order  to  perform  a  given 
amount  of  buying  and  selling  is  called  its  rapidity  of  circula- 
tion, and  the  stock  of  money  in  the  country  is  considered  as 
multiplied  by  the  figure  which  expresses  its  rapidity  of  circu- 
lation. The  value  of  money  is  thus  inversely  as  its  quantity 
multiplied  by  its  rapidity  of  circulation.  The  cost  of  pro- 
duction being  given,  the  quantity  required  will  depend  upon 
its  rapidity  of  circulation,  and  the  rapidity  of  circulation 
being  given,  the  quantity  required  will  depend  upon  its  cost 
of  production.  The  value  of  money  means  its  purchasing 
power  over  goods.  The  term  is  ambiguous,  being  sometimes 
used  as  equivalent  to  the  current  rate  of  interest.  The  supply 
of  money  is  the  whole  amount  in  circulation  at  one  time,  and 
the  demand  for  money  is  all  the  goods  offered  for  sale.  The 
demand  for  money  increases  with  the  cheapness,  the  quantity 
needed  being  in  inverse  proportion  to  the  value. 

The  ratio  between  supply  and  demand  temporarily  regulates 


MONEY.  95 

the  value  of  money.  If  the  supply  of  money  be  small,  its 
power  of  purchasing  goods  will  be  high  and  prices  will  be  low ; 
if  the  supply  be  large,  its  power  of  purchasing  goods  will  be 
low  and  prices  will  be  high.  If  the  demand  for  money  increase, 
owing  to  the  growth  of  a  nation's  population  or  wealth,  and 
if  the  supply  be  not  increased,  the  value  of  the  precious 
metals  estimated  in  commodities  will  rise,  and  prices  will 
fall.  If  the  supply  of  money  be  increased,  and  no  cause  arise, 
in  the  increase  of  business  to  be  transacted,  for  requiring  more 
money,  its  value  estimated  in  commodities  will  fall  and  prices 
will  rise.  But,  at  a  time  of  a  low  value  of  money  and  high 
prices,  a  greater  amount  of  the  precious  metals  is  needed  to 
perform  a  given  amount  of  buying  and  selling  than  when  the 
value  of  money  is  high  and  prices  low ;  the  demand  for  money 
is  thus  increased  in  exact  proportion  to  its  depreciation  in 
value.  The  demand,  which  was  less  than  the  supply  of  money, 
is  thus  equalised  to  it.  When  the  value  of  gold  is  low,  more 
will  be  used  in  the  arts,  and  the  supply  will  be  decreased, 
as  the  less  productive  mines  will  cease  to  be  worked.  These 
two  causes  will  also  contribute  to  equalise  the  supply  to  the 
demand  of  money  by  lessening  the  quantity  in  circulation. 

So,  too,  when  the  value  of  gold  is  high,  more  will  be  pro- 
duced, as  gold-mining  will  be  more  profitable ;  but  this  very 
increase  of  quantity  tends  to  lower  the  value  of  gold  and  so 
equalise  the  demand  to  the  supply.  The  value  of  the  precious 
metals  is  more  closely  connected  with  supply  and  demand 
than  that  of  other  things,  for  any  alterations  in  their  cost  of 
production  will  not  act  upon  their  value  unless  they  actually 
increase  the  supply  in  existence,  whereas  the  value  of  other 
things  may  be  altered  by  a  potential  increase  of  the  supply. 

The  following  cases  are  exceptions  to  the  rule  that  increase 
of  the  quantity  of  money  in  a  country  causes  prices  to  rise  : — • 

1.  If,  by  being  brought  into  a  country  and  placed  out  at 
interest,  it  increases  the  stock  of  money  to  be  invested,  and  so 
lowers  the  rate  of  interest,  it  will  cause  some  of  the  capital 
hitherto  invested  in  the  country  to  be  sent  abroad  for  invest- 
ment. It  may  do  this  without  ha\ang  acted  up  the  market 
for  commodities. 

2.  If  the  increase  of  money  be  only  proportional  to  the  in- 
crease of   transactions  usual  at   different  times  of  the  year, 
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e.g.,  the  accumulation  of  money  necessary  for  the  quarterly 
payment  of  dividends  at  the  Bank  of  England. 


CHAPTEE   V. 

MONOMETALLISM   OR   BIMETALLISM  AND   ALTERATIONS   IN   THE 
MUTUAL   RATIO   OF  VALUE   OF   THE   PRECIOUS   METALS. 

Either  gold  or  silver  may  be  used  as  the  only  legal  tender  in 
a  country  (Monometallism),  or  the  circulating  medium  of  the 
country  may  be  composed  of  both  metals  indiscriminately 
(Bimetallism).  The  country  which  uses  both  metals  as  a 
legal  tender,  or  considers  a  debt  to  be  legally  discharged  by 
payment  in  either  metal,  is  said  to  have  a  double  standard 
of  value.  Professor  Jevons  thus  explains  the  meaning  of  a 
"  standard  of  value  "  : — 

"  All  that  a  standard  of  value  means  is  that  some  uniform 
unchangeable  substance  is  chosen  in  terms  of  which  all  ratios 
of  exchange  may  be  expressed  and  calculated  without  any 
regard  whatever  to  the  feelings  or  mental  phenomena  which 
the  commodities  produce  in  men."  * 

Up  to  1874,  the  Latin  Union  (France,  Belgium,  Italy, 
Switzerland,  and  Greece)  had  such  a  double  standard,  gold 
and  silver  being  legal  tender  to  any  amount  for  debt  at  a 
ratio  of  15^  to  1.  In  1874,  this  system  came  to  an  end,  as  the 
Governments  limited  the  amount  of  silver  they  would  coin. 
Prom  1803  to  1874,  however,  the  Prench  metallic  coinage 
was  sufficiently  large  to  retain  this  ratio  of  15^  to  1 
against  other  countries.  Mr  Giffen  denies  this,  and  says  the 
Bimetallic  law  was  virtually  inoperative,  as  at  one  time 
during  this  period,  silver  was  de  facto  the  sole  standard,  and 
in  the  latter  part  of  this  period  gold,  the  other  metal  only 
emaining  in  use  at  a  premium.-f* 

Prom  1878-1890,  the  United  States  had  a  partially 
bimetallic  monetary  system,  as  by  the  Bland  Act  the  Treasury 

*  Case  against  Bimetallism,  p.  126.  t  Money,  p.  68. 
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had  to  coin  not  less  than  two  or  more  than  four  million 
dollars  worth  of  silver  a  month,  these  dollars  being  legal 
tender  at  a  ratio  of  16  to  1  of  gold. 

The  Sherman  Act  followed  the  Bland  Act,  by  which  the 
Treasury  bought  4^  million  ounces  monthly  and  issued  notes 
in  payment  for  them,  exchangeable  for  sterling.  The  treasury 
was  empowered  to  coin  as  much  of  this  silver  as  was  required 
into  "  Bland  "  dollars  and  use  them  to  redeem  the  notes.  These 
"  Bland  "  dollars  enjoyed  a  nominal  value  about  double  their 
intrinsic  value,  and  were  exchangeable  for  gold  at  par.  The 
Sherman  Act  was  repealed  in  1893,  mainly  owing  to  President 
Cleveland's  action. 

In  Java  and  Holland  gold  and  silver  are  both  legal  tender, 
at  a  ratio  of  15 1  to  1,  and  the  currency  of  either  country 
circulates  in  the  other. 

Most  nations  use  gold  for  their  higher  and  silver  and  copper 
for  their  lower  payments,  establishing  a  ratio  between  the 
metals  according  to  their  relative  value,  and  allowing  pay- 
ments to  be  made  in  either  metal  according  to  convenience. 
England  is  practically  a  monometallic  or  single  standard 
country,  as  silver  is  only  a  legal  tender  up  to  forty  shillings 
and  copper  to  one  shilling.  The  monometallists  prefer  gold  as 
the  sole  standard  of  value,  because — 

1.  The  cost  of  obtaining  gold,  and  therefore  its  value,  varies 
less  than  silver. 

2.  If  a  double  standard  of  value  were  adopted,  its  uniformity 
would  be  affected  by  the  variations  in  value  of  two  metals 
instead  of  one. 

The  advantage  of  a  double  standard  is  that  the  circulating 
medium  of  a  country  can  be  replenished  by  drawing  on  the 
stock  of  both  gold  and  silver  in  the  world,  and  the  consequent 
tendency  to  a  fall  of  prices  on  the  increase  of  wealth  or  popula- 
tion in  a  country  can  be  thus  arrested.  The  disadvantage  lies 
in  the  consequences  which  arise,  if  the  value  of  the  two  metals 
relatively  to  one  another  no  longer  agree  with  their  rated  pro- 
portion, owing  to  some  cause  affecting  the  cost  of  production  of 
one  of  them.  If  the  value  of  silver  relatively  to  gold  be  de- 
preciated 5  per  cent.,  all  who  had  payments  to  make  would 
make  them  in  the  cheaper  metal,  and  all  who  had  money  to 
receive  would  thus  lose  5  per  cent,  of  their  debts.     Twenty 
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shillings  are  a  legal  tender  for  a  debt  of  £1,  and  the  deht  would 
be  paid  in  silver,  as  silver  convertible  into  twenty  shillmgs  can 
be  procured  for  less  gold  than  that  contamed  in  a  sovereign. 
All  the  sovereigns  would  be  melted,  as  they  would  buy  more 
shillings  in  bullion  than  they  would  exchange  for  as  coin,  gold 
coin  being  rated  in  silver  at  below  its  bullion  value. 

If  gold  were  depreciated  in  value  relatively  to  silver,  a 
sovereign  would  no  longer  be  worth  twenty  shillings ;  all  debts 
would  be  paid  in  gold,  and  shilhngs  would  be  melted  to  be  ex- 
changed for  gold,  since  they  would  buy  more  sovereigns  in  the 
form  of  bullion  than  they  would  exchange  for  as  coin,  silver 
coin  bemg  rated  in  gold  at  below  its  bullion  valne. 

Bimetallism  has  thus  a  constant  tendency  to  depreciation 
of  the  currency.  Though  the  currency  would  nominally 
consist  of  two  metals,  only  the  one  which  was  depreciated  in 
value  relatively  to  the  other  would  be  really  current,  and 
the  other  would  be  melted  for  exportation,  being  worth  more 
as  bullion  than  as  current  coin.  Locke  thus  states  the  case 
against  bimetallism :  "  Two  metals,  as  gold  and  silver,  cannot 
be  the  measure  of  commerce  both  together  in  any  coimtry, 
because  the  measure  of  commerce  must  be  perpetually  the 
same,  invariably  keeping  the  same  proportion  of  value  in  all 
its  parts,  but  so  only  one  metal  does  and  can  do  to  itself. 
An  ounce  of  silver  is  always  of  equal  value  to  an  ounce  of 
silver,  and  an  ounce  of  gold  to  an  ounce  of  gold ;  but  gold  and 
silver  may  change  their  value  one  to  another,  and  one  may 
as  well  make  a  measure,  namely  a  yard,  as  a  measure  of  trade 
of  materials  that  have  not  always  a  settled  invariable  value 
to  one  another.  One  metal  therefore  alone  can  be  the 
measure  of  account  and  contract  and  the  measure  of  com- 
merce in  any  country."  * 

The  advantages  of  a  double  standard  can  be  secured  without 
its  di'awbacks  by — 

1.  Making  the  least  costly  metal  the  only  legal  tender,  and 
allowing  the  more  costly  one  to  be  bought  and  sold  as  an 
article  of  commerce,  it  being  coined  and  allowed  to  pass 
current  at  whatever  value  the  market  assigns  to  it. 

2.  The  English  method  of  fixing  a  limit,  above  which  silver 
is  not  a  legal  tender.     This  is  fixed  for  silver  at  forty  shillings 

*  Tract  on  Money, 
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and  for  copper  at  one  shilling.  The  English  silver  coins  are 
tokens,  that  is,  they  have  a  value  assigned  to  them  by  law  in 
excess  of  their  bullion  value  and  may  be  considered  as  depreci- 
ated to  that  extent.  By  the  law  of  1816  they  are  coined  at 
the  rate  of  66  to  the  troy  pound  of  silver.  In  the  case  of  a 
shilling  this  excess  over  bullion  value  is  about  6  per  cent. 
This  excess  of  value  is  given  to  silver  coins  in  order  to  prevent 
it  being  profitable  to  melt  them  down  and  exchange  them  as 
bullion  for  gold,  in  the  event  of  any  rise  of  the  value  of  silver 
relatively  to  gold.  It  was  desired  to  prevent  what  occurred 
in  France,  where  the  silver  in  the  five-franc  piece  was  of  such 
an  amount  that  four  of  them  were  as  nearly  as  possible  equal 
in  value  to  the  gold  in  a  napoleon  or  twenty-franc  piece. 
When  silver  was  greatly  in  demand  to  send  to  India  to  pay 
for  cotton  during  the  American  War  of  Secession,  these  five- 
franc  pieces  were  melted  and  replaced  by  gold.  Precaution 
is  taken  in  England  against  the  loss  which  would  arise  by 
paying  debts  in  silver,  to  which  a  fictitious  value  has  thus 
been  assigned,  by  limiting  the  value  of  debt  which  can  be 
paid  m  it  to  forty  shillings. 

The  bimetallists  maintain  that  if  the  great  commercial 
countries  in  the  world  would  agree,  it  would  be  possible  to 
maintain  the  value  of  silver  relatively  to  gold  by  fixing  a  legal 
ratio.  If  the  value  of  silver  were  to  fall  below  this  legal 
ratio,  it  is  maintained  that  the  competition  of  people  anxious 
to  pay  their  debts  in  the  cheaper  metal  would  create  an 
increased  demand  for  it,  which  would  arrest  its  decline  in 
value.  There  would  be  no  motive  to  export  the  undervalued 
metal  if  the  same  ratio  of  value  prevailed  universally.  They 
also  argue  that  the  State  has  the  power  of  deciding  what  sub- 
stances shall  be  money  and  what  the  value  of  these  substances 
shall  be,  by  means  of  its  power  of  deciding  what  substance 
shall  be  deemed  legal  tender  and  discharge  all  debts.  Govern- 
ment  cannot  fix  the  value  of  the  precious  metals  as  commodi- 
ties, but  only  with  regard  to  their  use  as  money.  They  con- 
sider the  quantity  of  money  has  more  effect  in  regulating  its 
value  than  the  cost  of  production.  On  this  account  bimetal- 
lism is  by  some  called  the  Quantitative  theory  of  Money. 

The  effect  of  the  currency  reform  adopted  by  the  Indian 
Government  in  1893  would  seem  to  some  extent  to  confirm 
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the  theory  that  the  quantity  of  money  acts  powerfully  upon 
its  value.  The  new  scheme  has  not  indeed  raised  the  value  of 
the  rupee  to  the  desired  limit  of  Is.  4d.,  but  has  prevented 
its  fall  in  sterling  price  to  about  lOd.,  which  would  otherwise 
be  its  price  at  the  present  value  of  silver — 28d.  per  ounce. 
The  mouometallists,  on  the  other  hand,  argue  that  nothing 
can  arrest  the  ultimate  conformity  of  a  coin  in  value  to  the 
cost  of  production  of  the  bullion  it  contains. 

At  various  periods  the  value  of  silver  relatively  to  gold  has 
varied  as  follows : — 

Just  before  the  discovery  of  America,  it  was  fixed  in  Spain 
by  the  Edict  of  Medina,  1497,  at  lOf  to  1.  This  would  repre- 
sent a  value  of  silver  per  ounce  of  about  7s.  9d.  After  the 
discovery  of  America,  and  before  the  value  of  the  silver  mines 
of  Potosi  was  known,  the  value  of  silver,  as  compared  with 
gold,  fell  to  about  13^  to  1.  Adam  Smith  considered  that 
prices  m  England  were  not  sensibly  affected  by  the  American 
mmes  till  1570.  In  the  period  1681-1700  it  fell  to  15  to  1, 
and  1871-75  to  16  to  1,  in  1876  it  was  17-8  to  1,  in  1879 
18-39  to  1.  The  ratio  of  16  to  1  was  first  fixed  in  Spain  on 
the  17th  July  1779,  and  remained  in  force  for  a  little  less 
than  a  hundred  years.  The  year  1876  was  the  year  in  which 
the  great  fluctuations  in  the  price  of  silver  commenced.  In 
1875  the  average  price  of  the  year  for  silver  per  ounce  was 
57|d.,  and  in  Jime  1876  it  fell  to  a  monthly  average  price 
which  fluctuated  between  52d.  and  50d.  per  ounce.  In  1888, 
with  the  price  at  42d.  an  ounce,  the  ratio  fell  still  further  to 
22  to  1 ;  at  present  the  price  is  about  28d.  per  ounce  and  the 
ratio  nearly  33  to  1. 

In  the  years  1852-57  twenty  million  pounds'  worth  of  gold 
was  produced  annually  from  the  mines  of  California  and  Aus- 
tralia, whereas  the  whole  annual  yield  of  gold  from  all  sources 
just  before  this  time  was  only  half  this  amoimt ;  the  total  out- 
put of  gold  was  therefore  trebled.  In  the  last  three  years  of 
this  period  the  value  of  the  gold  produced  was  treble  that  of 
silver. 

Professor  Leone  Le\T.  in  his  History  of  Commerce  gives 
the  following  table  to  show  the  comparative  amount  of  gold 
and  silver  produced  from  the  principal  sources  of  supply  in 
the  world  before  and  after  the  gold  discoveries  : — 
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N.  and  S.  America 

Russia 

Europe 

Austria  ) 

Borneo  > 

Africa     j 

Australia 

Total 


1846. 

Gold.  Silver. 

£1,300,000     £5,250,000 

3,500,000       1,250,000 


1,200,000 


1852. 

Gold.  Silver. 

£13,300,000     £7,250,000 
3,500,000 

1,250,000 

1,200,000 

12,000,000 


£6,000,000  £6,500,000    £30,000,000  £8,500,000 


The  reason  that  this  enormous  increase  in  the  amount  of 
gold  exercised  so  little  mfluence  upon  its  value  as  compared 
with  silver,  or  upon  prices  in  general,  was  that  contemporaneous 
with  a  great  increase  in  commerce  consequent  on  the  adoption 
of  Free  Trade  and  the  repeal  of  the  Navigation  Laws.  With- 
out this  increase  in  amount  of  the  precious  metals,  there  must 
have  been  a  heavy  and  sudden  fall  in  prices. 

Mulhall  thus  compares  the  state  of  English  imports  and 
exports  at  various  periods  durmg  the  reign  of  the  present 
Queen : — 

Yearly  average  in  Millions  of  £. 


Period.                                          Exports. 

Import 

1837-40 50 

59 

1841-50 83     ■ 

75 

1851-60 153 

121 

1861-70 270 

213 

1871-80 371 

278 

1881-86 395 

291 

1891  Value  of  Trade  of  the  Year     309 

435 

1892       „            „             „              291 

429 

The  increase  of  commerce  was  therefore  so  great  as  to 
enable  this  vast  additional  amount  of  gold  to  be  absorbed 
without  producing  a  rise  in  prices  of  more  than  from  10  to  15 
per  cent.,  according  to  Professor  Jevons. 

Fluctuations  in  price  are  not  a  trustworthy  means  of  test- 
ing changes  in  the  value  of  gold,  unless  we  make  allowance 
for  changes  in  the  circumstances  of  the  production  of  each  of 
the  commodities  under  investigation.  Thus  Free  Trade  and 
improved  means  of  communication,  extending  the  sources  of 
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supply  of  corn,  account  for  a  fall  in  the  price  of  bread  since 
1848,  in  spite  of  the  increase  of  population.  Trade  was  very 
active,  and  all  the  means  of  production  were  extended  to  the 
utmost  in  the  period  1872-74,  and  when  trade  returned  to  its 
wonted  condition,  there  was  an  augmented  supply  to  meet  a 
dimmished  demand,  prices  had  therefore  to  fall  independently 
of  any  changes  in  the  value  of  money.  The  fall  in  the  value  of 
gold  cannot  have  been  very  large,  else  some  of  the  least  pro- 
ductive mmes  would  have  been  no  longer  worked ;  but  we  do 
not  find  this  to  have  been  the  case. 

The  increased  production  of  gold  depreciates  the  value  of  the 
metal  and  raises  general  prices  in  two  ways : — 

1.  Those  into  whose  hands  the  increased  supply  of  money 
comes  spend  more  of  it  and  prices  naturally  rise.  Production 
is  extended  to  meet  the  increased  demand  ;  this  cannot  be  done 
without  increased  employment  of  labour,  but,  when  all  the 
labourers  in  a  trade  are  fully  occupied,  the  competition  for 
labour  necessitates  a  rise  in  wages,  and  prices  must  rise  if 
profits  are  to  be  maintained  at  the  former  level. 

2.  "Wages  cannot  rise  in  any  of  the  principal  trades  without 
affecting  the  rate  of  wages  in  others,  so  wages  in  some  trades 
may  increase  without  the  commodities  they  produce  ha^dng 
risen  in  price.  The  rate  of  profit  in  these  trades  must  decline, 
and  production  be  contracted,  till  the  consequent  increase  in 
demand  allows  prices  again  to  rise. 

The  effect  on  prices  of  the  increased  production  of  gold 
cannot  be  correctly  estimated  without  deciding  the  two 
following  points : — 

How  far  are  the  precious  metals  used  for  the  purposes  of 
art  in  the  country  ? 

How  far  are  paper  substitutes  for  money  in  use  ? 

Accordingly  as  either  of  these  conditions  arise,  the  tendency 
of  the  increased  supply  of  gold  to  raise  prices  will  be  propor- 
tionally counteracted. 

The  advance  in  prices  thus  depends  :  (1)  On  the  direction  of 
the  new  expenditure.  As  the  increased  supply  of  money  will 
be  mostly  in  the  hands  of  the  labouring  classes,  it  will  be  ex- 
pended mostly  upon  their  necessaries. 

(2)  Upon  the  facilities  for  extending  supply.  If  production 
cannot  be  easily  extended,  the  price  of  the  commodity  rises. 
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The  supply  of  raw  produce,  especially  raw  animal  produce, 
can  be  least  easily  extended  to  meet  the  increased  demand,  as 
the  production  depends  upon  natural  agencies  requiring  time 
to  accomplish  their  ends.  Thus  it  happens  that  animal  pro- 
ducts, such  as  meat,  milk,  and,  in  a  less  degree,  mineral  and 
agricultural  produce,  are  most  affected  by  the  rise  in  prices. 
The  supply  of  agricultural  produce  cannot  be  increased  till  the 
next  season,  so,  if  the  value  of  gold  falls,  the  price  of  corn  will 
tend  to  rise,  unless  this  tendency  is  checked  by  importation. 
The  production  of  manufactured  goods,  on  the  other  hand,  can 
be  easily  extended  to  meet  the  increased  demand,  and  there- 
fore their  price  does  not  rise  so  much.  Spun  and  woven 
fabrics  are  the  only  things  which  have  fallen  in  price  with 
the  progress  of  society,  as  in  them  there  have  been  improve- 
ments in  production  greater  than  in  that  of  the  precious 
metals. 

(3)  Upon  the  facilities  for  contraction  of  the  produce.  If 
much  machinery  is  employed  in  a  trade,  it  is  not  easy  to 
diminish  production,  in  case  the  wages  of  the  trade  have  risen 
without  a  corresponding  increase  of  the  price  of  the  com- 
modity produced. 

Prices  in  the  different  markets  of  the  world  tend  to  an 
equality,  because — 

1,  Different  nations,  producers  of  the  same  commodity, 
compete  with  one  another  as  to  which  can  sell  at  the  cheapest 
price  in  neutral  markets. 

2.  The  reciprocal  demand  of  commercial  countries  for  each 
other's  produce  is  affected  by  their  price.  Thus,  if  prices  rise 
more  rapidly  in  England  than  in  India,  more  Indian  goods  are 
bought  in  England  and  less  English  in  India.  The  precious 
metals  have  to  be  imported  into  the  countries  of  Asia  to  pay 
for  the  excess  in  value  of  their  exports  over  their  imports,  and, 
by  increasing  the  supply  of  money  in  the  country  into  which 
they  are  imported,  tend  to  make  prices  rise  there  propor- 
tionally. 

The  effect  of  the  increased  production  of  gold  in  Australia 
itself  has  been  as  follows : — 

1.  General  rise  of  money  wages.  This  was  fourfold  during 
the  most  productive  period  of  the  gold-fields,  but  has  now  de- 
clined to  double.     The  rate  of  money  wages  was  formerly  regu- 
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lilted  by  the  average  earnings  in  the  gold-fields,  but  now  by 
the  earnings  of  agriculture,  which  has  replaced  gold-mining  as 
the  most  profitable  industry  of  the  Colony. 

2.  The  price  of  Australian  produce  and  the  rate  of  general 
prices  in  Australia  rose.  This  rise  in  prices  was  easily 
etiected,  as  the  amount  of  the  precious  metals  previously  in 
circulation  in  Australia  was  small.  The  price  of  Australian 
wool  in  Europe  could  not  rise  without  a  damaging  effect  upon 
the  trade,  but  the  growth  of  the  meat  trade  from  Australia 
saved  the  producers  from  being  obliged  to  increase  the  price 
of  wool. 

3.  The  gold-fields  handicapped  Australian  agriculture,  for 
the  farmer  only  cultivated  the  best  soils  owing  to  the  abnor- 
mally high  wages  he  had  to  pay.  In  spite  of  large  tracts  of 
fertile  land  which  remained  unoccupiecl,  more  than  half  the 
increased  food  supply  required  for  the  gold-fields  had  at  first 
to  be  imported.  It  was  only  when  the  gold-fields  became  less 
productive  that  the  labour  which  had  been  attracted  to  them 
began  to  devote  itself  to  the  more  generally  profitable  trade 
of  agriculture,  and  also  to  the  production  of  tin,  antimony,  and 
cotton.  California,  unlike  Australia,  had  a  special  fertility, 
which  enabled  agriculture  from  the  first  to  maintain  its 
groimd  against  gold-mining,  so  much  so  as  to  permit  of  the 
export  of  food. 

4.  Australia,  by  her  advantage  in  the  production  of  the 
precious  metals,  gets  her  agricultural  imports  at  a  less  cost 
than  the  cost  to  the  original  producers,  and  is  a  gainer  in 
proportion  to  the  increased  cheapness  (50  per  cent.)  of  the 
gold  with  which  it  buys  foreign  produce.  This  gain  will  last 
till  the  gold  prices  in  other  coimtries  are  raised  proportionally 
to  the  decline  in  the  cost  of  gold  in  the  countries  which  pro- 
duce it.  It  is  this  decline  of  the  cost  of  gold  and  the  conse- 
quent high  prices  in  Australia  that  keeps  up  the  value  of  its 
exports,  such  as  wool.  The  industrial  development  of 
Australia  will  never  prosper  till  prices  in  Europe  rise  so 
much  that  it  is  no  longer  profitable  for  Australia  to  import 
commodities  from  Europe,  but  she  will  produce  them  herself 
instead  of  devoting  herself  exclusively  to  the  production  of 
gold,  wool,  and  meat,  things  in  which  she  has  the  greatest 
natural  advantage. 
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The  rise  in  prices  has  affected  the  countries  of  the  world  in 
the  following  order  : — 

1.  England  and  America.  These  countries  possess  the 
greatest  facilities  for  supplying  the  markets  where  gold  is 
given  in  exchange,  England  as  the  great  manufacturer,  and 
America  as  the  great  producer  of  food  stuffs  and  raw  material, 
therefore  they  obtain  gold  at  the  cheapest  price  and  attain 
more  quickly  to  the  higher  level  of  prices  and  incomes  pro- 
duced by  the  cheapened  cost  of  gold.  England  and  America 
only  benefited  by  cheap  gold  in  so  far  as  it  is  spent  on 
commerce  with  foreign  countries,  the  gold  price  of  whose 
commodities  has  not  risen  as  much  as  in  England  or 
America. 

2.  The  perfection  of  the  banking  system  in  England  and 
America  provides  non-metallic  substitutes  for  money,  so  the 
greater  amount  of  the  precious  metals  imported  from  California 
and  Australia  flows  from  England  and  America  to  the  Continent 
of  Europe,  and  thence,  in  the  form  of  silver,  to  the  countries  of 
Asia,  to  pay  for  the  excess  of  value  of  the  exports  from  these 
countries  over  their  imports.  This  excess  arises  from  the 
higher  level  of  prices  in  England  and  America,  on  which 
account  the  Asiatic  countries  purchase  less  European  goods, 
and  the  difference  in  value  between  their  exports  and  imports 
becomes  increased.  The  Asiatic  countries  have  parted  with 
their  commodities  for  this  extra  supply  of  money  and  cannot 
replace  them,  so,  as  their  stock  of  money  increases,  their 
means  of  well-being  decline.  The  precious  metals  which  are 
superfluous  in  England  and  America  thus  pass  from  them  in 
a  constant  stream,  which  saturates  the  currencies  of  Europe, 
and  then  loses  itself  in  the  hoards  of  Hindustan  and  China, 
the  money  systems  of  ihese  comitries  being  more  passive  and 
absorbent  than  those  of  Europe. 

Mr  Goschen  considers  that  gold  has  appreciated  in  value 
during  the  period  1878-88,  basing  his  opinion  on — 

1.  The  general  fall  of  prices.  Since  1873  gold  prices  have 
steadily  declined  owing  to  the  increased  supply  of  com- 
modities and  the  increased  share  of  the  duty  of  money 
thrown  on  gold  by  the  demonetisation  of  silver.  It  must  be 
noted  that  there  are  large  reserves  of  gold  in  all  the  principal 
banks  of  the  world,  but  these  have  no  effect  in  preventing 


106  POLITICAL  ECONOMY. 

tliG  fall  of   prices,  as    they  do   not   act   on  the  market  for 
commodities. 

2.  Gold  was  wanted  to  fill  the  void  left  in  the  silver  cur- 
rencies of  France  and  Germany,  which  were  melted  to  supply 
the  silver  sent  to  India,  to  pay  for  cotton  during  the  American 
War  of  Secession  and  also  for  the  cost  of  public  works  such 
as  railways  and  irrigation  canals. 

3.  The  increased  demand  for  gold,  the  resumption  of  specie 
payments  by  the  United  States  and  Italy  instead  of  paper 
money,  the  demonetisation  of  silver  by  Germany  in  1871 
and  the  restriction  of  silver  coinage  by  the  Latin  Union  in 
1875.  The  Latin  Union  in  1875  agreed  to  concert  certain 
financial  measures,  limiting  the  amount  of  silver  wdiich  each 
country  would  coin,  and  arranged  for  the  joint  use  of  a  decimal 
coinage  of  francs,  &c.  This  increased  demand  for  gold  was 
contemporaneous  with  a  falling  off  in  its  production.  In 
estimating  the  effect  of  these  causes  upon  the  A^alue  of  gold, 
we  must  consider  how  far  banking  facilities,  providing  sub- 
stitutes for  money,  have  been  extended  in  these  countries, 
as  in  that  case  the  increased  demand  would  not  have  had  so 
much  influence  in  raising  the  value  of  gold. 

The  balance  of  argument  seems  to  support  Mr  Goschen's 
view  that  gold  has  appreciated.  Mr  Fawcett  considers  that, 
though  the  depreciation  of  gold  has  been  arrested,  there  has 
been  no  great  appreciation  of  its  value.  Mr  Macleod  con- 
siders the  fall  of  prices  since  1873  to  be  due  not  to  apprecia- 
tion of  gold,  but  to  decline  of  speculation  following  on  the 
commercial  failures  of  1873.  The  tendency  of  the  increased 
production  of  gold  is  to  alter  the  proportion  of  the  distribution 
of  money  throughout  society,  hence  an  addition  of  some  40  per 
cent,  to  the  currency  of  England  has  been  absorbed  without 
a  corresponding  increase  of  prices. 

The  increase  of  w^ages  of  the  labouring  classes  causes  the 
demand  for  gold  to  increase  more  rapidly  than  their  numbers 
would  lead  one  to  suppose,  because  the  labourers  cannot  be 
paid  by  credit,  and  the  field  for  credit  is  contracted  in  propor- 
tion as  the  wages  of  the  labourers  were  increased. 

The  alteration  in  the  value  of  silver  has  taken  place  since 
1870 ;  before  this  time  the  production  of  silver  had  not  varied 
much  for  twenty  years. 
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From    1852   to  1862  between  £8,000,000  and  £9,000,000 
worth  of  silver  were  produced. 


1862  to  1870  fi 

^om  £9,000,000  to  £10,800,000 

1875 

.     £15,000,000 

1876 

£20,100,000 

1877 

£16,600,000. 

1878 

£19,500,000 

1879 

£19,800,000 

1880 

£19,900,000 

1881 

£21,000,000. 

1882 

£22,600,000. 

1883 

£23,400,000. 

In  1884  the  vahie  of  amonnt  produced  was  £23,000,000, 
and  thus  was  treble  that  of  the  silver  produced  in  the  ten 
years  1852-62. 

The  following  table  shows  the  comparative  amount  and 
value  of  the  gold  and  silver  produced  of  late  years : — 


Tons. 

Value  in 

millions  of  £ 

Year. 

Gold.         Silver. 

Gold. 

Silver. 

1851-60 

2018      8,956 

282 

78 

1861-70 

1885    12,201 

264 

105 

1870-80 

1715    22,347 

241 

178 

1881-88 

1067    21,960 

148 

154 

These  figures  prove  that  the  amount  of  silver  produced 
has  greatly  increased  relatively  to  that  of  gold,  but,  owing  to 
the  fall  in  exchange,  its  sterling  value  has  not  increased 
proportionally. 

The  silver  of  the  Nevada  mines,  especially  the  Comstock 
lode,  has  an  additional  effect  in  depreciating  the  value  of 
silver,  for  the  reason  that  it  is  found  in  combination  with  so 
much  gold  (45  per  cent.)  that  the  mines  would  yield  a  very 
large  profit,  even  if  the  silver  were  sold  at  a  quite  nominal 
price.  This  is  partly  the  explanation  of  the  fact  that  the 
production  of  silver  shows  no  signs  of  falling  off,  in  spite  of 
the  fall  in  its  sterling  price.  This  is  proved  by  the  statistics 
given  below. 
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Average  annual  protluci 

tion 

Average  price  of 

Year. 

of  Silver  in  ounces. 

Silver  per  ounce. 

1876-80 

78,776,000 

52|d. 

-81-85 

90,435,000 

50fd. 

-86-90 

111,213,000 

44|d. 

Annual  production  in 

ozs. 

-90 

133,237,000 

48Ud. 

-91 

144,453,000 

45V6d. 

-92 

from       152,102,000 

1 

391|d. 

to        157,535,000 

i 

Production  has  almost  doubled  itself  between  1878  and  1891, 
the  figures  being  73,476,000  oz.  and  144,453,000  oz.  These 
figures  seem  to  show  that  even  a  further  fall  in  the  sterling 
price  of  silver  would  not  materially  diminish  the  output. 

We  have  to  ask  ourselves,  therefore,  why  an  increase  in  the 
amount  of  silver,  which  is  not  greater  than  the  increase  in  the 
amount  of  gold  from  the  Australian  and  Californian  mines, 
has  produced  a  fall  in  the  value  of  silver  from  60d.  per  ounce 
to  42d.  in  1888,  and  at  the  present  time  to  about  28d.  Gold 
has  not  fallen  in  value  proportionally  to  the  increase  of  its 
production,  owing  to  the  following  reasons : — 

1.  The  rapid  development  of  commerce. 

2.  The  export  of  silver  to  the  East,  1860-70,  to  pay  for 
cotton  during  the  American  War  and  for  labour  employed  on 
the  Public  Works  of  India.    This  silver  was  replaced  by  gold. 

3.  Displacement  of  silver  by  gold  in  Germany  and  the 
Scandinavian  kingdoms,  in  Austria,  1872-75,  Holland,  and 
partially  in  the  coimtries  of  the  Latin  Union,  1875. 

Silver,  on  the  other  hand,  has  depreciated  so  much  in  value 
because  the  supply  has  so  much  increased  at  a  time  when 
demand  has  fallen  off,  owing  to — 

1.  Demonetisation  by  Germany  and  Austria  and  the  Scan- 
dina\dan  kingdoms,  which  has  both  increased  the  supply  of 
silver  to  be  disposed  of  and  decreased  the  demand  for  it,  thus 
doubly  lowering  its  value. 

The  amount  of  silver  in  circulation  in  Germany  before  the 
demonetisation  was  sixty  million  pounds ;  about  half  this 
amoxmt  was  required  for  the  subsidiary  silver  coinage,  but 
thirty  million  pounds  worth  were  thrown  upon  the  market. 
The  Scandinavian  kingdoms  in  the  same  way  disposed  of  two 
million  pounds  and  Austria  of  four  million  pounds. 
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Tlie  amount  of  silver  set  free  by  Germany  was  required 
by  the  United  States  on  resumption  of  specie  payments, 
and  France  temporarily  increased  the  quantity  of  silver  re- 
quired by  purchasing,  1872-76,  about  three  million  pounds 
worth  each  year,  and  Italy  slightly  added  to  the  demand  by 
resuming  specie  payments  in  1883.  With  these  exceptions, 
the  amount  of  silver  demonetised  by  the  European  kingdoms 
was  thrown  upon  the  silver  market  and  had  a  great  effect  in 
depreciating  its  value. 

2.  The  demand  for  silver  in  India  has  decreased,  owing  to 
the  increase  of  the  home  charges  necessitating  a  permanent 
excess  of  exports  over  imports,  and  the  substitution  of  Govern- 
ment bills  for  silver  as  a  means  of  paying  for  the  balance. 
In  the  period  1859-67  the  annual  average  import  of  silver 
into  India  in  excess  of  the  exports  averaged  fifteen  million 
pounds.  This  fell  off  between  1868-9  and  1871-2  to  about 
£10,000,000  and  again  between  1872-3  and  1875-6  to 
£4,100,000.  In  the  seven  years  ending  1887-88  the  net 
average  annual  import  of  sUver  into  India  was  Es  77,000,000, 
or  770  lakhs,  which  was  worth,  at  15  to  the  pound,  about 
five  million  pounds,  and  the  continued  depreciation  since 
1888  has  still  further  diminished  the  value  of  the  silver 
imported  into  India  as  compared  with  the  total  amount 
produced  in  the  world. 

In  the  period  1860-70  India  absorbed  £101,000,000  worth 
of  silver,  or  more  than  was  produced  in  the  world,  and  the 
demand  was  met  by  drawing  upon  the  silver  currencies  of 
France  and  Germany.  In  the  next  decade  this  amount  fell 
off  by  more  than  50  per  cent.  In  1888  India  only  absorbed 
about  a  quarter  of  the  annual  production  of  silver,  assuming 
the  value  of  the  amount  annually  produced  to  be  about  twenty 
million  pounds. 

We  give  below  the  value  of  the  annual  importation  of  silver 
into  India  in  tens  of  rupees  for  1889  and  the  four  subsequent 
years. 

Year.  Tens  of  Rupees. 

1889    ....    10,725,872 


1890 
1891 
1892 
1893 


12,338,474 
15,433,654 
10,603,733 
15,228,021 
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lu  the  years  1800-91  the  import  of  silver  was  abnormal, 
owing  to  the  temporary  rise  in  the  sterling  price  of  the  rupee 
brought  about  by  the  passing  of  the  Sherman  Act  in  the 
United  States.  In  1893  the  currency  changes  introduced 
by  the  Indian  government  produced  a  similar  result. 

Though  the  exports  of  India  exceed  the  imports  by  from 
seventeen  to  twenty-one  million  pounds  a  year  (average  nine- 
teen million  pounds),  yet  about  sixteen  million  pounds  worth 
represents  the  amount  due  from  India  to  meet  the  home 
charges,  and  the  balance  only  (averaging,  1878-88,  from  four 
to  five  million  pomids)  has  to  be  liquidated  by  silver  sent  to 
India,  and  Government  bills  are  to  a  great  extent  substituted 
for  even  this  amount.  The  debt  due  from  India  to  England 
is  not  lessened  by  much  investment  on  the  part  of  the  natives 
in  Government  securities,  or  by  the  practice  of  "  open  loans" 
which  prevailed  under  the  East  India  Company,  by  which 
money  could  be  at  any  time  brought  into  the  treasury  and 
deposited  there  at  a  fixed  rate  of  interest,  even  though  not 
immediately  required  by  the  Government. 

The  increase  of  the  home  charges  and  therefore  of  Council 
Drafts  is  thus  one  of  the  principal  causes  which  check  the 
importation  of  silver  into  India  and  diminish  the  demand 
for  it,  thus  depreciating  its  value. 

It  is  maintained  that  the  purchasing  power  of  the  rupee  in 
India,  in  relation  to  purely  Indian  goods,  has  not  declined 
since  1873,  and  that  the  rise  in  rents,  country  food,  and  the 
wages  of  domestic  servants,  may  be  accounted  for  by  the  in- 
crease of  the  European  population  in  India  and  by  the  ex- 
tension of  railways  providing  facilities  for  the  transport  of 
food  produce  to  the  great  cities. 

There  was  a  rise  in  prices  of  from  30  to  40  per  cent.,  owing 
to  the  importation  of  silver  after  the  Mutiny  down  to  1870, 
but  the  common  opinion  is  that  this  rise  was  arrested,  and 
prices  have  slightly  fallen  from  their  pre- Mutiny  level,  when 
the  importation  of  silver  into  India  fell  off  after  1870.  The 
evidence  of  Mr  O'Connor's  Indian  Prices  and  Wages  Statistics 
for  1893,  and  the  diagrams  of  the  prices  of  food  grains 
compiled  from  it  for  the  new  Indian  Statistical  Atlas,  is 
decidedly  against  the  opinion  that  the  purchasing  power  of 
the  rupee  in  India  has  remained  stable  since  1873.    It  appears 
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that  the  prices  of  food  grains  remained  stable  during  the  period 
1873-85,  allowance  being  made  for  seasonal  vicissitudes,  but 
from  1885  to  1893  rice  has  been  from  50  to  60  per  cent., 
wheat  30  to  40,  and  millet  from  10  to  20  per  cent,  higher  in 
price  than  they  were  twenty  years  ago.  This  is  probably  due 
to  the  great  exportation  of  rice  and  wheat  from  India  which 
has  been  brought  about  by  the  low  rate  of  exchange.  Bad 
seasons  and  the  practical  impossibility  of  much  extending  the 
area  of  cultivation  have  also  adversely  affected  the  yield  of 
rice.  It  is  probable  that  this  rise  in  the  price  of  rice  will  re- 
duce the  profits  of  the  Indian  tea  trade,  as  in  many  districts 
the  tea  garden  coolies,  finding  that  their  wages  do  not  go 
so  far  as  they  did  in  the  purchase  of  rice,  are  beginning  to 
demand  an  increase  of  wages. 

The  competition  of  Indian  wheat  (Pan jab)  in  the  English 
market,  which  is  rendered  possible  by  a  low  exchange,  is  one 
of  the  causes  of  the  depressed  condition  of  English  agriculture. 
India  is  the  third  of  the  sources  from  which  wheat  is  exported 
to  England,  and  the  quantity  she  exports  is  increasing — 
4,700,000  quarters  in  year  ending  June  30,  1894,  against 
3,000,000  in  1893  and  1,500,000  in  1892. 

The  dependence  of  the  Indian  wheat  trade  upon  the  low 
rate  of  exchange  is  shown  by  the  following  figures : — 


Tons  of  Wheat  exported 

Rate  of  Excha 

Year. 

from  India. 

per  Rupee. 

1881-82 

993,176 

a, 

1 

7-895 

82-83 

707,202 

1 

7-525 

83-84 

1,047,824 

1 

7-536 

84-85 

901,538 

1 

7-308 

85-86 

1,053,025 

1 

6-254 

86-87 

1,113,166 

1 

5-441 

87-88 

676,908 

1 

4-898 

88-89 

880,504 

1 

4-379 

89-90 

689,961 

1 

4-566 

90-91 

706,024 

1 

6-09 

91-92 

1,515,349 

1 

4-7 

In  the  year  1891-92  the  demand  for  Indian  wheat  was 
abnormal,  owing  to  bad  harvests  in  other  countries,  from 
which  it  is  generally  exported. 
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The  argument  that  a  low  exchange  is  favourable  to  the 
industrial  development  of  India  is  based  on  the  fact  that  it 
encourages  the  investment  of  European  capital  in  the  country. 
It  is  principally  however,  one  class — the  export  merchants — 
who  are  benefited  by  a  low  exchange.  The  loss  to  Govern- 
ment on  the  home  charges  and  to  private  individuals,  in 
remitting  money  to  Europe,  and  in  paying  for  European  goods 
consumed  in  India,  must  be  set  against  this,  as  the  sellers  of 
European  goods  of  course  raise  the  prices  in  rupees  to  com- 
pensate themselves  for  the  loss  by  exchange. 

The  report  of  the  Herschell  Committee  on  Indian  finance 
shows  that  a  falling  rate  of  exchange  was  not  so  favourable 
to  the  expansion  of  Indian  exports,  as  a  whole,  as  had  been 
commonly  supposed,  but  that  trade  had  prospered  more  when 
the  rate  of  exchange  was  steady. 

From  1871-72  to  1876-77  the  gold  value  of  the  rupee  fell 
from  23-126d.  to  20-508d.  (11^  per  cent.),  but  the  exports 
of  the  latter  year  were  actually  less  than  those  of  the  former, 
their  rupee  value  being  about  10  per  cent,  greater.  In  this 
period  the  imports  increased  17  per  cent. 

From  1878-79  to  1884-85  exchange  was  steady,  only  vary- 
ing from  19'961d.  to  19'308d.,  the  exports  in  this  period 
increased  36|  per  cent.,  and  the  imports  17  per  cent. 

From  1884-85  to  1888-89  the  sterling  value  of  the  rupee 
fell  from  19-308d.  to  16-379d.  (15  per  cent.),  but  the  exports 
only  increased  16  per  cent.,  and  the  imports  25.  In  the  year 
1888-90  there  was  a  slight  improvement  in  exchange,  but 
the  exports  only  increased  6|  per  cent.*  and  the  imports  were 
less  than  in  the  previous  year. 

A  noticeable  result  of  the  low  rate  of  exchange  is  that  the 
share  of  the  United  Kingdom  in  the  trade  of  India  has  fallen 
from  57  to  48  per  cent.,  but  that  of  Austria  has  doubled  itself 
in  the  last  twelve  years,  and  the  imports  from  Germany, 
France,  and  Holland  have  proportionally  increased.  The 
reason  is  that  on  account  of  the  fall  in  the  gold  value  of  the 
rupee,  Indian  purchasers  cannot  afford  to  pay  English  prices 
for  goods,  but  buy  inferior  articles  from  other  countries  at  a 
cheaper  price. 

The  land  .  revenue  for  permanently  settled  districts,  and 
even  of  those  settled  for  thirty  years,  worth  in  1888  about 
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£5,000,000,  is  a  more  or  less  fixed  amount,  and  is  constantly 
declining  in  its  power  of  satisfying  the  demands  upon  the 
Government.  The  revenue  is  not  spent  in  India,  and-  gold  to 
pay  for  remittances  and  the  fixed  interest  on  debt  has  to  be 
bought  by  payment  in  constantly  depreciating  rupees.  All 
possessors  of  fixed  incomes  in  India  equally  suffer.  A  gold 
coinage  is  unsuitable  to  India,  on  account  of  its  cost,  as  it 
would  have  to  be  paid  for  in  depreciated  silver,  and  because 
the  majority  of  the  people  are  so  poor  that  their  purchases 
are  chiefiy  conducted  with  annas  and  pice. 

The  following  proposals  have  been  made  for  the  relief  of 
the  Indian  Government  from  the  difficulty  into  which  it  has 
fallen  owing  to  the  depreciation  of  silver. 

1.  To  declare  that  rupees  were  henceforth  to  be  valued  at 
a  certain  number  to  the  pound,  and  that  all  payments  to 
Government  must  be  made  at  this  rate.  The  man  who  had  a 
payment  to  make  to  Government  would  find  it  increased  by 
the  difference  between  the  real  and  the  fictitious  value  thus 
attached  to  the  rupee,  if  its  value  continued  to  fall  as  com- 
pared with  English  money.  It  would  also  be  a  premium  on 
coining,  as  rupees  in  the  form  of  coins  would  be  worth  more 
than  their  bullion  value. 

2.  To  introduce  a  double  standard.  If  this  was  done,  those 
who  had  payments  to  receive  would  always  receive  them  in 
the  metal  which  was,  for  the  time,  of  less  value. 

3.  To  make  gold  the  standard  of  value  in  India,  and  to 
retain  silver  as  the  currency  with  a  fixed  value  rated  in  gold. 

The  Government  of  India  in  1893,  dreading  a  crushing  fall 
in  the  value  of  silver,  owing  to  the  imminent  repeal  of  the 
Sherman  Act  in  the  United  States,  attempted  to  fix  the 
value  of  the  rupee  in  gold  at  Is.  4d.  by  closing  the  mints,  and 
consenting  (1)  to  receive  gold  coin  and  gold  bullion  at  the 
mints  in  exchange  for  rupees  at  a  ratio  of  Is.  4d.  per  rupee  ; 
(2)  to  receive  sovereigns  and  half-sovereigns  in  payment  of 
Government  dues  at  15  rupees  for  a  sovereign  and  7^  rupees 
for  a  half-sovereign ;  (3)  to  issue  currency  notes  in  Calcutta 
or  Bombay  in  exchange  for  gold  coin  or  gold  bullion  at  the 
rate  of  one  rupee  for  Is.  4d,  It  was  intended  to  cut  off  the 
means  of  remittance  of  money  to  India  in  payment  for  its 
exports,  by  remitting  silver  to  be  coined  into  rupees,  and  to 
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make  Council  Drafts  the  only  means  of  payment.  It  is 
on  this  account  that  it  was  considered  so  important  that  the 
Secretary  of  State  should  insist  on  a  minimum  of  Is.  3^d. 
for  Council  Drafts,  instead  of  selling  them  for  what  they 
would  fetch.  It  is  doubtful  whether  the  Secretary  of 
State  has  the  power  to  insist  on  a  minimum.  When  the 
mints  are  closed,  the  rate  of  exchange  is  entirely  governed  by 
the  demand  for  remittances  between  Europe  and  India,  and 
this  depends  upon  the  amount  of  Indian  exports  offered  for 
sale.  If  the  Secretary  of  State  fixed  the  minimum  at 
a  higher  rate  than  the  demand  for  bills  warranted,  none 
would  be  tendered  for,  and  his  action  would  be  nugatory 
This  policy  has  failed,  because  of  the  amoimt  of  silver  bullion 
imported  into  India  as  a  means  of  remittance,  instead  of 
Government  bills.  The  Government  looked  to  the  rise  in 
value  of  the  rupee  by  natural  shrinkage,  when  no  more 
could  be  coined  at  the  mints.  They  hoped  to  maintain  the 
value  of  rupees  by  limiting  their  quantity.  Bullion  was 
imported  into  India  in  payment  for  commodities,  and 
hoarded  by  the  people,  who  then  frustrated  the  policy  of 
Government  by  producing  large  stocks  of  rupees  from  their 
hoards  and  replacing  them  by  bullion.  It  was  also  imported 
for  making  ornaments,  and,  owing  to  the  ignorance  of  the 
people,  the  importance  of  silver  bullion  was  unprecedentedly 
profitable,  as  silver  ornaments  were  sold  at  the  price  current 
before  the  fall  in  the  value  of  silver,  though  the  price  of  the 
material  had  fallen  proportionally  to  the  depreciation  of  silver. 
The  value  of  the  silver  imported  in  1893  was  Ex.15,228,021, 
or,  at  the  exchange  of  15  Es.  to  the  £,  £10,152,014.  In  the 
previous  year  it  was  Ex. 10,603,733  or  £7,069,155.  The 
quantity  of  silver  imported  into  India  in  the  sixteen  months 
previous  to  the  closing  of  the  Mints  was  76  million  ounces, 
and  in  the  same  period  following  the  closing  the  importation 
was  as  much  as  59  million  ounces.  The  comparative  failure 
of  the  Government  policy  is  due  to  the  fact  that  the  impor- 
tation of  silver  has  not  been  more  reduced  by  the  closing  of 
the  Mints. 

Time  is  needed  to  absorb  these  rupees  which  have  been 
thrown  on  the  circulation  from  the  hoards  of  the  people,  and 
this  process  w^ould  have  been  much  faciKtated  if  the  import 
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duty  on  silver  imposed  in  1894  had  been  20  instead  of  5  per 
cent. 

The  Government  policy  has  prevented  the  rupee  from  fall- 
ing to  lO^d.  (its  bullion  value  with  silver  at  27d.  an  ounce), 
and  kept  it  pretty  constant  about  the  level  of  Is.  Id.,  though 
it  produced  a  heavy  fall  in  the  sterling  value  of  silver  from 
37d.  to  30d.  an  ounce.  It  was  supposed  that  a  great  premium 
would  be  placed  upon  illicit  coining  by  the  currency  policy  of 
the  Indian  Government,  as  rupees  when  coined  are  worth 
more  than  their  bullion  value,  but  this  does  not  appear  to  have 
been  as  much  the  case  as  was  feared.  We  may  thus  sum  up 
the  result  of  the  closing  of  the  Indian  Mints. 

1.  Maintenance  of  the  rupee  at  about  3^d.  above  its  bullion 
value.  This  has  resulted  in  a  temporary  dislocation  of  trade 
between  India  and  silver-using  countries  such  as  China,  where 
the  coinage  is  still  unlimited,  and  silver  coins  only  exchange 
for  their  bullion  value.  It  is  argued  that  this  artificial  rise 
in  the  value  of  the  rupee  will  handicap  the  Indian,  as  com- 
pared with  the  Chinese  tea-grower,  and  the  Indian  mill 
industries,  especially  in  the  purchase  of  labour. 

2.  Indian  exports  have  fallen  off,  and  imports  have  been 
encouraged.  The  imports  of  18-93-4  exceeded  those  of  the 
previous  year  by  16  per  cent.,  and  those  of  1890-1  by  1^  per 
cent.,  in  spite  of  the  marked  rise  m  the  sterling  exchange 
value  of  the  rupee  in  that  year. 

The  fluctuations  in  the  value  of  both  gold  and  silver  show 
that  no  agreements  should  be  made  for  fixed  payments  in 
perpetuity  in  either  metal.  Such  payments,  e.g.,  land  revenue 
in  India,  should  be  made  to  vary  with  the  price  of  agricultural 
produce,  as  tithe  does  in  England  with  the  price  of  corn. 


CHAPTER  VI. 

CKEDIT. 

Mill  defines  credit  as  the  permission  to  use  another's  capital 
or  the  power  to  borrow  wealth.  It  is  not  capital,  for  all 
capital,  not  his  own,  of  which  a  person  really  has  the  use, 
must  lessen  proportionally  the  capital  of  some  one  else.     He 
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allows,  however,  that  the  aniouut  of  the  capital  of  a  country 
in  productive  employment  is  increased  or  diminished  accord- 
ing as  credit  is  given  to  productive  or  unproductive  consumers. 
Credit  to  improductive  consumers  is  a  detriment  to  the 
capital  of  the  country.  A.  sells  to  B.  £100  worth  of  goods,  to 
be  paid  for  at  the  end  of  five  years.  A.  is  compensated  Ly  the 
higher  price  he  obtains,  but  £100  of  his  capital  have  been 
diverted  from  productive  employment  for  five  years,  and  the 
labourers  are  so  much  the  worse  otf. 

Credit  increases  the  productive  power  of  the  resources  of 
the  commimity,  for  if  it  did  not  exist,  persons  who,  from  their 
occupations  or  from  the  want  of  the  necessary  skill,  could  not 
personally  superintend  the  employment  of  their  capital,  w^ould 
either  waste  it  or  foolishly  risk  it.  By  means  of  credit,  these 
persons  intrust  their  capital  to  those  who  possess  the  necessary 
skill  and  knowledge  to  turn  it  to  a  profitable  accoimt,  and  so 
allow  the  industrial  talent  of  the  country  to  be  made  full  use 
of.  Undertakings  too  large  for  individual  resources  are  under- 
taken by  joint-stock  enterprises,  which  are  only  possible  by 
means  of  credit. 

Fawcett  denies  that  credit  is  capital,  for  capital  is  a 
fund  from  which  can  be  fed,  credit  is  the  power  to  borrow. 
Labourers  cannot  be  fed  on  the  power  to  borrow,  therefore 
credit  is  not  capital. 

Macleod  argues  thus  :  Credit  is  a  right  to  demand  the  price 
of  goods  at  a  future  time,  it  is  not  the  actual  goods  or  capital 
that  are  lent,  no  capital  being  actually  transferred. 

Credit,  according  to  him,  is  not  a  loan,  it  is  a  sale,  goods 
being  bought  by  promises  to  p^iy.  "  Credit  is  to  money  W'hat 
money  is  to  goods,"  i.e.,  credit  is  an  order  for  money  and 
money  is  an  order  for  goods.  Everything  which  has  purchas- 
ing power  is  wealth ;  credit  has  purchasing  power,  therefore 
credit  is  wealth.  Capital  is  wealth  applied  to  assist  future 
production,  so  credit,  when  applied  in  the  same  way,  is  capital. 

A  bank  note  or  a  cheque  for  £20  paid  to  a  man  gives  him 
purchasing  power  to  that  amount,  based  on  credit,  in  addition 
to  whatever  credit  he  may  have  of  his  own.  Money-lenders, 
by  means  of  their  promissory  notes  payable  to  l^earer  on 
demand,  lend  not  only  their  capital  but  also  their  credit. 
Bank  or  promissory  notes  can  both  be  used  to  assist  future 
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production,  therefore  it  is  difficult  to  resist  the  conclusion  that 
credit,  if  employed  productively,  may  be  considered  as  capital. 
Credit  being  purchasing  power,  prices  often  depend  more  upon 
the  state  of  credit  than  upon  the  actual  quantity  of  money. 

The  forms  of  credit  which  create  purchasing  power  are  those 
in  which  no  money  passes  from  hand  to  hand  at  the  time  of 
their  creation  and  often  none  at  all  passes.     These  are — 

1.  Book  debts,  which  are  set  one  against  the  other,  and 
only  the  balance  paid  in  money. 

2.  Assignment  by  B.  to  A.  of  a  debt  due  from  C.  as  a  pay- 
ment of  B.'s  debt  to  A.  This  is  done  by  a  bill  of  exchange, 
which  is  a  transferable  order  by  a  creditor  upon  his  debtor ; 
this,  when  authenticated  by  the  debtor's  signature  ("  accepted  ") 
becomes  an  acknowledgment  of  the  debt.  Bills  of  exchange 
are  often  drawn  by  a  creditor,  who  is  to  be  paid  in  six  months' 
time,  upon  his  debtor;  these  bills  are  discounted,  and  the 
creditor  receives  the  amount  of  his  debt,  less  interest  for  the 
time  it  has  yet  to  run  (the  discount).  Credit  is  thus  a  means 
of  bringing  at  once  into  action  the  present  value  of  deferred 
payment.  Accommodation  bills  or  fictitious  bills  of  exchange 
are  drawn  by  A.  upon  B.  and  "  accepted  "  by  him  upon  the 
understanding  that  when  the  bill  becomes  due,  A.  will  pay 
the  amount  or  supply  B.  with  the  means  to  do  so.  The 
fictitious  bill  is  discounted  and  ready  money  obtained  upon  it 
by  the  joint  credit  of  the  two  persons  who  have  signed  it, 
just  as  in  the  case  of  a  real  bill  of  exchange,  and  it  therefore 
exerts  an  equal  effect  in  raising  prices.  The  real  bill  of  ex- 
change is  said  to  represent  actual  property,  but  this  is  certainly 
not  so,  for  if  A.  sells  to  B.  £100  worth  of  goods  and  takes  a 
bill  at  six  months,  B.  may  sell  the  same  goods  at  six  months' 
credit  to  C.  and  so  on,  and  within  six  months  there  may  be  six 
bills  of  exchange  all  discounted,  only  one  of  which  represents 
actual  goods.  There  is  no  power  to  prevent  the  property 
which  the  bill  represents  being  turned  to  other  purposes  than 
that  of  paying  the  debt,  and  the  holder  of  a  real  bill  of  ex- 
change relies  just  as  much  on  the  general  ability  to  pay  of 
the  person  who  has  accepted  it,  as  the  holder  of  a  fictitious 
bill.  A  fictitious  bill  is  the  same  as  a  common  promissory 
note  with  two  signatures  instead  of  one  as  securities  for  pay- 
ment.    It  is  called  fictitious,  as  it  imitates  the  form  of  a  bill 
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of  exchcange  Leased  upon  a  sale  of  goods.  It  is  one  of  the 
principal  means  whereby  a  private  person  can  raise  money, 
but  is  deemed  cUsgraceful  for  a  merchant.  The  amount  of  a 
man's  actual  sales  forms  some  limit  to  the  amount  of  his  real 
wealth,  and  credit  is  given  accordingly.  This  security  is 
impossible  in  case  of  fictitious  bills  of  exchange,  which  are 
therefore  more  likely  to  be  unlimited  in  quantity  than  real 
bills.     This  is  the  principal  objection  to  them. 

3.  Promissory  Notes.  These  differ  from  bills  of  exchange 
in  that  they  do  not  bear  interest — bills  of  exchange  do. 
Promissory  notes  are  payable  at  sight — bills  of  exchange 
after  an  interval.  Government  also  issues  Exchequer  Bills, 
which  are  a  form  of  Promissory  Notes,  payable  on  demand, 
as  by  this  means  they  can  borrow  money  without  interest. 

4.  Cheques.  Money  only  passes  in  payment  of  cheques 
when  the  accounts  are  small,  as  in  transactions  between  retail 
dealers  and  consumers  and  in  payment  of  wages. 

Most  dealers  keep  an  account  with  a  bank,  as  then  they 
have  a  claim  to  have  their  bills  discounted. 

In  the  city  of  London  the  banks  exchange  the  cheques 
drawn  on  each  other  at  the  clearing  house,  settling  the  balance 
by  cheques  on  the  Bank  of  England.  Credit  acts  on  prices 
in  whatever  shape  it  is  taken.  No  special  form  of  credit 
has  any  particular  influence  on  prices  except  so  far  as  it  facili- 
tates transactions  being  carried  on  by  credit.  In  a  commercial 
crisis  prices  may  rise  from  speculation  and  then  fall  back, 
but  without  credit  this  could  not  happen  in  connection  with 
commodities  generally.  If  certain  articles  are  purchased  in 
extravagant  quantity,  this  must  necessarily  draw  money  away 
from  the  market  for  other  articles,  and  so  lower  their  prices  in 
spite  of  the  increased  activity  of  trade  and  rapidity  of  the 
circulation  of  money  usual  in  prosperous  times. 

The  crisis  of  1847  did  not  proceed  from  an  imlimited  exten- 
sion of  credit,  but  because  the  foreign  payments,  owing  to  the 
high  price  of  cotton  and  an  unprecedented  importation  of  food, 
which  was  paid  for  by  the  proceeds  of  a  Government  loan,  had 
withdrawn  from  the  loan  market  much  of  the  capital  usually 
supplying  it.  The  calls  of  railway  companies  and  the  pay- 
ment for  cotton  and  corn  so  much  cUminished  the  amount  of 
money  available  for  loans,  that  merchants  could  not  command 
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renewal  of  credit  when  they  wanted  it  and  became  bankrupt. 
Exchequer  bills  and  an  issue  of  notes  above  the  legal  amount, 
representing  smaller  sums  than  those  usually  circulated,  set 
free  gold  for  home  consumption,  and  filled  up  the  drain  of 
specie  caused  by  the  excess  of  imports  over  exports.  So,  too, 
in  1864,  the  loan  market  was  drained  by  heavy  payments 
for  cotton,  large  investments  in  banking  and  other  joint- 
stock  enterprises,  and  the  loan  operations  of  foreign  Govern- 
ments, and  the  same  result  followed.  The  crisis  of  1825,  on 
the  other  hand,  was  caused  by  over-speculation  on  the 
recognition  of  the  independence  of  Mexico  and  the  South 
American  republics.  The  Bank  of  England  increased  its  issue 
of  notes  in  the  face  of  a  falling  market  and  a  drain  of  gold, 
and  then  contracted  it  suddenly,  and  when  notes  were  wanted 
to  support  the  solvency  of  county  banks,  refused  them.  The 
panic  was  allayed  by  the  issue  of  one-pound  notes  and  five 
million  pounds'  paper  money  of  higher  denominations. 

Bank  notes  have  a  greater  influence  on  prices  than  bills  of 
exchange  or  book  credits,  because  they  offer  greater  facilities 
to  the  multiplication  of  transactions  on  credit.  They  have 
not  much  influence  in  aiding  the  rise  of  prices  in  speculative 
times,  as  then  purchases  are  chiefly  conducted  by  means  of 
book  credits.  If  A.  buys  from  B.  by  a  book  credit,  B.  cannot 
extend  his  credit  by  means  of  his  debt  from  A.  If  A.  has 
given  a  bill  of  exchange  for  the  amount,  B.  can  get  it  discounted 
and  obtain  money  on  the  joint  credit  of  himself  and  A.,  or  he 
may  pay  away  the  bill  for  goods,  which  is  equivalent  to 
obtaining  them  on  the  same  joint  credit,  and  the  bill  may  be 
again  discovmted  or  several  times  paid  away  for  goods  before 
being  presented  for  payment.  If  A.  obtains  a  loan  of  bank 
notes,  and  therewith  pays  B.,  B.  is  independent  even  of  a  dis- 
counter ;  A.'s  bill  is  only  taken  by  those  convinced  of  his  ability 
to  pay,  but  the  bank  notes  are  taken  by  all  the  neighbourhood, 
and  B.'s  purchasing  power,  by  means  of  his  own  credit,  remains 
undrawn  upon.  If  A.  draws  cheques  against  a  loan  he  has 
received  from  a  bank,  these  cheques,  like  bank  notes,  are  pur- 
chasing power  in  the  hands  of  ^e  receiver,  and  if  the  receiver 
banks  with  the  same  bank  as  the  drawer  of  the  cheque,  a 
transfer  in  the  banker's  books  settles  the  account  with  one 
payment  of  money.    If  paid  by  the  receiver  into  another  bank, 
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the  cheiiue  will  not  be  presented  for  payment,  but  liquidated 
by  beiu}^  set  otf  against  other  cheques.  In  the  issue  of  bank 
notes,  the  usual  reserve  of  one-third  of  the  issue  must  be 
retained  by  the  bank  in  money  in  order  to  preserve  their 
convertibility;  the  remainder  of  the  bank's  deposits  are 
available  for  proihictive  employment.  In  the  case  of  both 
bank  notes  antl  cheques,  the  purchasing  power  of  the  receiver 
by  means  of  his  own  credit  remains  unimpaired. 

Credit,  like  money,  tells  upon  prices  not  simply  in  propor- 
tion to  its  amount,  but  to  its  amount  multiplied  by  the  number 
of  times  it  changes  hands.  The  influence  of  credit  on  prices 
depends  upon  whether  it  is  a  substitute  for  money,  and  causes 
a  corresponding  amount  of  metallic  money  to  go  out  of  circu- 
lation, or  whether  it  is  merely  an  addition  to  the  metallic 
circulation.  In  the  former  case,  no  influence  on  prices  will 
be  exercised,  in  the  latter  they  will  rise.  Bank  notes  promise 
immediate  payment,  bills  of  exchange  a  deferred  one,  and  will 
not  be  accepted  but  by  persons  sure  of  the  drawer  and 
acceptor's  ability  to  pay.  Bank  notes,  therefore,  are  more 
easily  circulated,  and  so  exercise  a  greater  effect  on  prices. 
Speculative  purchases  are,  however,  usually  made  on  book 
credits,  an  increased  capital  being  only  required  when,  after 
the  expiration  of  the  period  of  credit,  prices,  owing  to  unfor- 
seen  circumstances,  fall ;  it  is  then  that  advances  from  bankers 
are  applied  for  in  order  to  hold  out  without  selling  when  the 
high  price  calculated  on  has  not  arisen.  The  proportion  of 
bank  notes  to  bills  of  exchange  is  only  4  to  10,  so  it  need  not 
be  feared  that  an  unlimited  resort  to  bank  notes  will  heighten 
the  speculative  rise  in  prices,  and,  as  cheques  have  an  influence 
on  prices  equal  to  that  of  bank  notes,  the  effect  of  a  limitation 
of  bank  notes  in  lessening  the  fluctuations  of  prices  cannot  be 
of  much  importance.  Bank  of  England  notes  are  only  legal 
tender  from  individuals,  not  from  the  bank,  and  the  notes  of 
private  banks  only  with  the  consent  of  the  receiver ;  they  are 
therefore  not  money.  Bank  of  England  notes  close  transac- 
tions as  regards  the  buyer ;  but,  as  regards  the  seller,  since 
they  depend  for  their  value  upon  the  solvency  of  a  corporation, 
they  cannot  be  considered  money  as  opposed  to  credit.  Bank 
notes  are  "  coined  credit,"  other  credit  is  "  credit  in  ingots." 
This   means  that   bank  notes   are   like  coins  in   being   uni- 
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versally  received;  other  forms  of  credit  are  like  uncoined 
masses  of  the  precious  metals,  which  are  only  received  as 
money  under  certain  special  circumstances. 

It  is  thought  that  as  bills,  cheques,  and  book  credits  are 
liquidated  in  money  or  notes,  that  notes  are  the  basis  on 
which  all  other  forms  of  credit  rest,  and  that  they  can  be 
regulated  by  regulating  the  issue  of  bank  notes.  The  willing- 
ness to  give  credit  depends  upon  the  lender's  opinion  of 
the  solvency  of  the  borrower,  and  of  his  own  chance  of 
obtaining  the  requisite  accommodation  in  the  loan  market 
in  the  case  of  necessity.  Credit  will  only  be  used  when  an 
alteration  in  the  price  of  the  commodity  is  expected,  and  when 
the  borrower  thinks  that  he  will  realise  the  profit  he  hopes 
before  the  time  of  payment  comes.  Whether  this  expectation 
will  be  realised  or  not,  depends  upon  prices,  not  specially 
upon  the  amount  of  bank  notes. 

The  most  important  mfluence  of  credit  on  prices  depends 
upon  the  influence  it  exercises  in  increasing  the  purchasing 
power  of  a  country.  It  allows  commodities  to  be  bought 
on  speculation,  and  so  causes  great  variations  in  their  prices, 
owing  to  fluctuations  in  the  demand  for  and  supply  of  these 
commodities.  Credit  only  increases  the  purchasing  power  of 
a  country  when  it  is  added  to  the  metallic  currency,  and  does 
not  cause  a  corresponding  amount  of  it  to  cease  to  circulate. 
When  it  causes  a  corresponding  amount  of  metallic  money  to 
go  out  of  circulation,  it  acts  merely  as  a  cheap  substitute  for 
money,  allowing  the  stock  of  metallic  money  to  be  devoted  to 
productive  employment.  Its  use  in  this  case  has  been  com- 
pared to  the  discovery  of  a  way  through  the  air,  allowing  the 
portion  of  the  earth  occupied  by  the  roads  to  be  brought  under 
cultivation. 

An  inconvertible  paper  currency  derives  its  value  solely 
from  convention;  its  value  depends  upon  its  quantity,  and, 
like  that,  is  arbitrary. 

If  a  paper  currency  be  issued  to  the  amount  of  half  an 
entirely  metallic  circulation,  prices  will  rise,  especially  of 
things  made  of  gold  and  silver,  and  an  ounce  of  manufactured 
gold  will  become  more  valuable  than  an  ounce  of  gold  coin 
by  more  than  the  value  of  the  workmanship.  It  will  be  thus 
profitable  to  melt  down  the  gold  currency  for  manufacturing 
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purposes  till  as  much  has  been  taken  from  the  currency  as 
has  been  added  to  it  by  the  paper  issue.  If  this  be  repeated 
t)ften  enough,  all  the  coin  will  be  driven  from  circulation,  leav- 
ing only  enough  for  small  coins,  unless  paper  be  issued  of 
a  denomination  as  low  as  that  of  the  lowest  coins.  Gresham's 
law  that  bad  money  drives  out  good  is  only  true,  if  the  body  of 
money  composed  of  both  heavy  and  light  coins  is  in  excess  of  the 
needs  of  the  community  and  of  the  money  work  to  be  done. 

The  addition  made  to  the  gold  and  silver  available  for 
manufacture  wdll  reduce  the  value  of  articles  made  of  the 
precious  metals,  and,  though  paper  has  been  issued  to  the 
amoimt  of  the  original  metallic  circulation,  enough  coin  will 
remain  in  circulation  with  it  as  will  keep  down  the  value  of 
the  money  to  the  reduced  value  of  the  metallic  material.  As 
the  value  of  the  precious  metals  will  thus  fall  below  the  cost 
of  production,  a  contraction  of  production  will  allow  this 
surplus,  added  to  the  stock  of  the  precious  metals,  to  be  con- 
sumed by  natural  shrinkage,  and  then  the  value  of  the  precious 
metals  and  the  currency  will  return  to  its  former  level,  and 
prices  will  be  as  before,  as  the  paper  issue  has  not  been  added 
to  but  substituted  for  the  metallic  circulation.  If  the  currency 
be  convertible  and  more  be  issued  than  the  amount  of  the 
original  metallic  circulation,  general  prices  will  rise,  including 
that  of  gold  and  silver  articles.  Coin  will  be  sought  to  be 
converted  into  bullion,  because  it  is  worth  more  in  that  form  ; 
there  is  no  coin  in  circulation,  but  it  may  be  had  in  exchange 
for  notes ;  for  this  reason,  enough  paper  will  not  be  kept  in 
circulation,  over  and  above  the  amount  equivalent  to  the 
original  metallic  circulation,  to  sink  its  value  below  that  of 
the  metal  it  represents. 

If  the  paper  currency  be  inconvertible  and  be  made  a  legal 
tender,  it  will  not  affect  prices,  unless  its  amoimt  be  imduly 
increased  beyond  what  can  with  certainty  be  redeemed.  Any 
increase  of  the  paper  currency  above  this  amovmt  lowers  its 
value  and  raises  prices.  It  is  only  when  paper  is  exchangeable 
at  pleasure  for  its  value  in  the  precious  metals  that  paper  and 
metalHc  prices  must  correspond.  The  American  issue  of 
greenbacks  at  first  only  corresponded  to  the  increased  amount 
of  money  payments  necessitated  by  the  War  of  Secession,  in 
1869  they  were  depreciated  32  per  cent,  in  value,  and  in  1876 
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12  per  cent.  When  the  mint  price  of  an  ounce  of  gold,  coin- 
able  into  £3,  17s.  lO^d.,  is  more  than  this  in  paper  money,  the 
difference  is  the  measure  of  the  depreciation  of  the  currency, 
so  the  evils  of  an  inconvertible  paper  currency  might  be 
avoided  by  contracting  the  issue,  when  this  took  place,  till  the 
market  and  mint  prices  of  an  ounce  of  gold  corresponded. 

Lord  King  thus  states  his  law : — A  rise  of  the  paper  or 
market  price  of  bullion  above  the  mint  price,  and  a  fall  of  the 
foreign  exchanges  below  the  limits  of  the  real  exchange,  is  the 
proof  and  measure  of  the  depreciation  of  paper  money. 

In  an  inconvertible  paper  currency  regulated  by  the  price 
of  bullion,  no  reserve  of  the  precious  metals  is  necessary,  but 
Government,  unless  their  honesty  is  doubted,  need  never  keep 
so  large  a  reserve  as  private  issuers,  and  there  is  a  danger  of 
fraudulently  tampering  with  the  price  of  bullion  for  the 
purpose  of  acting  upon  the  currency,  as  fictitious  sales  of  corn 
were  made  during  the  Corn  Laws  for  the  sake  of  influencing 
the  averages.  The  following  fallacies  are  involved  in  an 
unlimited  issue  of  inconvertible  paper  : — 

1.  That  no  paper  currency  can  be  issued  in  excess  so  long  as 
every  note  represents  property  or  has  an  actual  foundation  of 
property  to  rest  on ;  that  the  issuers  of  the  notes  must  have 
property  of  their  own  or  others  intrusted  to  them,  which, 
though  it  cannot  be  claimed  in  exchange  for  the  notes,  acts  as 
a  guarantee  of  the  final  reimbursement  of  the  holders.  If  the 
notes  are  issued  on  the  security  of  some  valuable  thing  ex- 
pressly pledged  for  their  redemption,  there  is  security  that 
they  will  be  redeemed  in  cash  immediately  or  in  the  future. 
But  they  may  be  depreciated  from  excess  of  issue,  as  were  the 
French  assignats,  issued  on  the  security  of  the  land  of  the 
crown  nobles  and  Church ;  this  security  failed  from  its  slow- 
ness of  negotiation.  The  value  of  the  land  in  coin  should  have 
been  fixed  and  assignats  issued  up  to  but  not  beyond  this 
amoimt,  and  all  holders  of  assignats  should  have  been  allowed 
to  demand  any  piece  of  land  on  payment  of  assignats  to  the 
amoimt  of  its  registered  valuation.  Assignats  would  thus 
have  retained  their  purchasing  power  in  land  and  would 
have  been  exchanged  for  it,  before  they  were  much  depreci- 
ated with  reference  to  other  things.  A  paper  currency  con- 
vertible  into    land   is    disadvantageous   compared  with  one 
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convertible  into  coin  on  account  of  the  greater  variability  of 
land  in  value. 

The  scheme  that  Government  should  receive  in  pledge  or 
mortgage  any  kind  or  amoimt  of  property,  land,  or  stock,  and 
should  advance  to  the  owners  convertible  paper  money  to  the 
estimated  value,  wouhl  have  none  of  the  advantage  of  the 
assignats,  since  the  receivers  of  this  paper  money  could  not 
demand  from  Government  property  which  was  only  pledged. 
Law's  Scotch  Land  Bank  of  1705  failed  for  this  reason. 

2.  That  the  increase  of  the  currency  quickens  industry,  for 
the  consequent  rise  in  prices  stimulates  every  producer  to  his 
utmost  exertions  and  brings  all  capital  and  labour  into  full 
employment.  They  are  thus  stimulated  by  the  expectation  of 
getting  more  real  wealth  in  exchange  for  their  labour,  and  if 
all  prices  rise  equally  this  hope  is  disappointed. 

Speculators  in  time  of  high  prices  hope  to  get  rich  because 
the  high  prices  will  not  last,  and  whoever  realises  whilst  the 
high  prices  last,  after  the  recoil  will  find  themselves  in 
possession  of  more  pounds  sterling  without  their  having 
become  of  less  value.  Hume  thought  that  all  prices  w' ould  not 
rise  simultaneously,  and  that  some  persons  would  obtain  a 
real  gain  by  obtaining  a  higher  price  for  their  own  goods, 
whilst  the  price  of  what  they  want  to  buy  has  not  risen.  In 
this  case  one  man's  profit  is  another's  loss,  and  the  seller  of  the 
commodity  the  price  of  which  rises  most  slowly  can  raise  it. 

If  notes  are  added  to  the  currency  instead  of  being 
substituted  for  the  metallic  part  of  it,  and  thus  saving  the 
community  the  cost  of  the  precious  metals,  the  holders  of  the 
currency  lose  by  depreciation  of  its  value  what  the  issuers 
gain,  and  those  under  pecuniary  obhgations  profit,  but  the 
outrage  to  integrity  and  good  faith  outweighs  the  benefit  to 
the  productive  classes  by  the  increase  of  the  circulating 
medium.  On  the  resumption  of  cash  payments  after  the 
period  1797-1819,  in  which  the  Bank  of  England  was 
exempted  from  giving  cash  for  its  notes,  which  were  thus 
inconvertible,  it  was  contended  that  it  was  unjust  to  the  tax- 
payers to  pay  interest  on  the  same  nominal  sums  in  a  currency 
of  full  value  which  were  borrowed  in  a  depreciated  one.  To 
the  holders  of  the  National  Debt  before  1797  an  injustice  was 
done  in  paying  them  interest  for  twenty-two  years  in  a  de- 
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preciatecl  currency,  and  to  the  holders  of  the  National  Debt 
contracted  in  the  earlier  period  an  injustice  was  done  in  pay- 
ing them  interest  in  a  currency  more  depreciated  than  that  in 
which  they  had  lent.  If  cash  payments  had  been  resumed  at 
a  lower  rate  than  at  par,  an  injury  would  have  been  done  to 
the  two  former  classes  to  avoid  benefiting  those  who  had  lent 
at  the  time  of  the  greatest  depreciation.  The  Government 
had  bound  themselves  to  resume  cash  payments  within  six 
months  after  the  peace,  which  they  did  not  do ;  this  was  an 
additional  argument  against  paying  interest  on  the  debt  in 
cash  at  any  less  rate  than  at  par. 


CHAPTER  VII. 

LEGISLATION   RESPECTING   THE   CURRENCY. 

The  theory  of  Sir  Robert  Peel's  Act  of  1844,  for  limitation  of 
the  issue  of  bank  notes  by  the  Bank  of  England,  is  based  upon 
the  belief  that  an  unlimited  issue  of  notes  raises  prices  and 
encourages  speculation.  Mr  Tooke  and  Mr  Fullarton  con- 
sider that  the  bank  issues,  since  they  cannot  be  increased  in 
amount  without,  and  till  after,  an  increase  of  business,  cannot 
raise  prices,  and  any  increase  of  issues  in  a  quiescent  market 
comes  back  to  the  bank  or  remains  unemployed  in  the  pur- 
chase of  commodities.  The  increase  of  the  circulating  medium 
is  not  the  cause  but  the  effect  of  the  rise  in  prices.  In  times 
of  speculation,  purchases  are  chiefly  made  by  cheques  or  bank 
credits,  and  if  they  were  made  by  notes,  these  notes,  after 
being  so  used,  and  not  being  wanted  for  current  transactions, 
would  be  returned  into  deposit  with  the  banks  by  the  receivers. 

The  influence  of  bank  notes  in  raising  prices  in  times  of 
speculation  is  greatly  lessened  by  their  issue  being  forbidden 
when  less  than  £5  in  value,  as  then  they  cannot  be  used  in 
payment  of  wages. 

After  the  market  has  begun  to  fall,  advances  are  sought 
from  the  bank,  in  the  form  of  notes,  to  save  speculators  from 
the  necessity  of  realising,  and  to  enable  them  to  meet  their 
existing  engagements. 

At   this  period  in  a  commercial  crisis,  the  issue  of  bank 
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notes  is  ordinarily  increased,  speculative  prices  are  thus 
enabled  to  continue,  and  the  drain  of  the  precious  metals, 
because  the  high  price  in  England  makes  it  too  expensive  to 
export  goods  to  pay  for  the  excess  of  imports  over  exports,  is 
prolonged.  This  drain  can  only  be  stopped  by  fall  of  prices 
or  the  increase  of  the  rate  of  interest  and  the  consequent  fall 
in  the  price  of  securities.  The  fall  in  the  price  of  securities 
and  rise  in  the  rate  of  interest  acts  by  persuading  foreigners 
to  leave  the  gold  due  to  them  in  the  country  on  account  of 
the  high  rate  of  interest,  and  even  to  send  more  into  the 
country.  Whilst  it  continues,  the  banks  become  afraid  of  not 
being  able  to  redeem  their  notes,  and  so  contract  their  credit 
more  suddenly  and  severely  than  they  would  otherwise  have 
had  to  do  had  they  not  assisted  speculators  by  notes  to  save 
them  from  ha^dng  to  realise.  It  is  this  assistance  to  specula- 
tion by  means  of  bank  notes  which  is  limited  by  the  Act. 

The  Act  does  not  maintain  the  convertibility  of  the  bank 
note ;  as  the  bank  publishes  its  accoimt  weekly,  it  cannot  force 
into  circulation  an  undue  amoimt  of  notes,  for  if  there  was  any 
doubt  of  its  solvency,  these  notes  would  be  returned  to  the 
bank  for  conversion  into  gold. 

The  Act  provides  that  the  bank  issues  must  not  be  more 
than  fourteen  million  pounds  (this  limit  has  been  subsequently 
extended  to  fifteen  million  pomids),  except  in  exchange  for 
gold  laid  up  with  the  bank,  or,  unless  superseding  two-thirds 
of  the  issue  of  a  country  bank.  The  Act  thus  prevents  the 
bank  from  making  increased  loans  with  its  issues,  though  it 
leaves  imtouched  its  power  of  making  these  advances  by 
opening  a  credit  to  a  speculator  from  its  deposits  and  allowing 
cheques  to  be  drawn  against  this  credit. 

The  object  of  the  Act  might  have  been  attained  by  raising 
the  rate  of  discount  as  rapidly  as  bullion  flowed  out  of  the 
country,  and  advances  might  have  been  allowed  when  the 
flow  of  bullion  stopped. 

The  raising  of  the  bank  rate  of  discoimt — 

1.  Makes  the  taking  of  the  bank's  gold  more  difficult,  by 
increasing  price  to  the  purchaser  abroad,  and  so  checks 
diminution  of  reserve. 

2.  Foreigners  are  induced  to  import  gold  to  gain  the  higher 
rate  of  interest. 
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This  replenishes  the  reserve,  and,  by  acting  on  the  exchanges, 
checks  the  demand  for  gold. 
Objections : — 

1.  It  prevents  advances  by  the  bank  till  after  the  arrival  of 
the  foreign  gold.  After  the  collapse,  advances  by  the  bank  to 
solvent  trade  are  not  added  to  the  ordinary  floating  credit, 
but  only  serve  to  replace  a  mass  of  credit  which  has  been  de- 
stroyed by  failures.  These  notes  do  not  circulate  or  affect  the 
market  for  commodities,  but  are  returned  as  deposits  to  the 
bank  or  kept  in  reserve. 

Gold  is  drawn  into  the  country  by  the  contraction  of  credit 
and  fall  of  prices,  but  the  Act  prevents  the  bank-note  currency 
from  enlarging  itself  till  the  gold  has  actually  arrived. 

2.  In  every  case  of  an  efflux  of  gold,  the  Act  provides  that 
it  should  be  followed  by  a  diminution  in  the  issue  of  bank 
notes. 

Such  effluxes  have  occurred  through — 

A.  Expenditure  by  Government  for  subsidies  durmg  the 
war  with  France  and  during  the  Russian  war. 

B.  Exportation  of  capital  for  investment  abroad. 

C.  Failure  of  crops  of  raw  produce  and  consequent  pu.rchase 
of  supplies  at  advanced  prices. 

D.  Purchase  of  corn  for  importation  on  a  bad  harvest  in 
England. 

It  is  inferred  that  these  payments  must  necessarily  have 
been  drawn  from  the  circulation,  whereas  they  are  generally 
made  from  hoards  kept  m  the  form  of  bankers'  reserves. 

It  is  only  fair  to  assume  that  gold  is  withdrawn  from  the 
currency  when  the  drain  is  the  last  stage  of  a  series  of  effects 
arising  from  an  increase  in  the  currency,  or  from  an  extension 
of  credit  tantamount  in  its  effect  on  prices  to  such  an  increase. 

In  such  a  case  the  drain,  being  unlimited,  will  continue  as 
long  as  currency  and  credit  are  undiminished.  The  hoards 
have  to  play  a  double  part. 

A.  To  supply  the  bullion  demand  for  exportation. 

B.  To  keep  the  home  circulation  up  to  its  legitimate  com- 
plement. 

In  England  the  hoards  are  represented  by  the  Bank  of 
England,  and  the  currency  doctrine  requires  that  all  those 
drains  of  metals  which,  if  the  currency  were  purely  metallic, 
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Mtiuld  be  takon  from  lioavds,  should  be  allowed  to  operate  on 
the  bank,  without  diniiuution  of  currency  or  contraction  of 
credit,  with  the  only  limit  that  they  must  not  be  so  great  as 
to  exhaust  the  reserve  of  seven,  ten,  or  twelve  millions,  and  so 
threaten  a  stoppage  of  payments.  The  Act  prevents  the  habi- 
tual reserve,  never  employed  in  being  paid  out  in  loans  against 
deposits,  but  kept  to  be  exchanged  for  bank  notes  or  cheques, 
from  sufficing  for  a  crisis,  by  forcing  a  curtailment  of  the 
advances  of  the  bank  on  the  first  appearance  of  a  drain  for 
exportation,  whatever  its  cause,  and  whether,  under  a  metallic 
currency,  it  involved  a  contraction  of  credit  or  not.  The 
pressure  on  the  market  is  rendered  severer  when  the  reserve 
is  not  sufficient  to  meet  the  foreign  payments,  and  when 
measures  are  taken  to  meet  them  from  the  loanable  capital  of 
the  coimtry,  because  of  the  separation  of  the  banking  and 
issue  departments.  When  three  millions  of  notes  are  with- 
drawn from  the  banking  and  exchanged  at  the  issue  depart- 
ment against  gold  for  exportation,  the  deposits  in  the  banking 
department  are  three  millions  less,  and  the  reserve  of  the  issue 
department  has  also  lost  three  millions. 

The  issue  department  has  to  protect  itself  by  not  re-issuing 
three  millions  of  notes,  and  the  banking  department  can  safely 
reduce  its  reserve  one  million,  as  its  liabilities  have  been 
lessened,  but  it  has  to  allow  two  millions  of  its  advances  to 
run  out  and  not  renew  them,  in  order  to  bring  up  its  reserve 
to  the  required  correspondence  with  its  liabilities.  Thus, 
whatever  rise  in  the  rate  of  interest  and  pressure  on  the 
money  market  was  necessary  on  a  drain  of  six  millions  is  now 
necessary  on  a  drain  of  three,  for  under  the  old  system  the 
bank  would  simply  have  transferred  two  millions  in  gold  for 
notes  from  the  issue  to  the  banking  department  to  protect  it 
against  unexpected  demands  by  depositors.  Unless  the  drain 
continued  and  seemed  likely  to  exceed  the  reserve  of  gold  in 
both  departments,  the  bank  would  not  have  been  obliged  to 
refuse  its  customary  advances  to  the  public  at  a  rate  of 
interest  corresponding  to  the  increased  demand. 

It  may  be  said  that  if  a  limitation  of  issues  were  not  resorted 
to  to  check  the  drain  at  its  commencement,  it  must  take  place 
afterwards,  so  that,  by  acting  on  prices  to  obtain  gold,  it  may 
replenish  the  bank  reserves.     Gold  may,  however,  be  brought 
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back  by  a  rise  in  the  rate  of  interest  and  fall  of  the  price 
of  securities.  English  securities  might  be  bought  by  foreigners, 
or  foreign  securities,  held  in  England,  sent  abroad  for  sale ; 
thus  the  gold  would  be  provided  by  contraction  of  loans.  Or 
it  may  be  provided  by  increased  payments  for  English  goods 
out  of  the  increased  gains  of  foreign  dealers  in  England,  or 
from  the  gold-producing  countries,  and  the  rest,  without  much 
rise  of  interest  in  England  by  the  fall  of  it  in  foreign  countries, 
owing  to  additions  made  to  their  loanable  capital  through  the 
gains  made  in  England. 

Owing  to  the  Act,  the  measures  of  the  bank  on  a  drain  are 
governed  entirely  by  the  amount  of  gold  in  the  banking 
department. 

3.  Depositors  inay  withdraw  all  their  deposits  by  cheques 
from  the  banking  department  without  any  contraction  of  the 
circulation,  and  therefore  without  any  effect  being  produced 
on  prices  or  the  foreign  exchanges  by  means  of  which  the 
drain  could  be  checked. 

The  question,  whether  the  privilege  of  issuing  bank  notes 
should  he  confined  to  the  Bank  of  England,  depends  upon 
whether  the  issue  is  to  be  a  matter  of  fixed  rule ;  if  so,  the 
valuable  advantage  should  be  secured  for  Government,  and 
treasury  notes,  exchangeable  for  gold  on  demand,  should  be 
issued  up  to  the  minimum  of  a  bank-note  currency,  the  rest 
of  the  notes  required  being  issued  by  one  or  more  private 
banks.  If  the  variation  in  the  amount  of  issue  be  left  to  the 
discretion  of  issuers,  it  may  be  entrusted  to  the  Bank  of 
England  on  condition  of  lending  fifteen  to  twenty  millions  of 
notes  to  Government  without  interest. 

The  objection  to  a  plurality  of  issuers,  that  their  mutual 
competition  would  lead  to  an  injurious  increase  of  notes,  is  not 
of  importance,  as  the  aggregate  bank-note  circulation  has 
lately  decreased.  But  whilst  the  bank  is  compelled  to  give 
gold  in  exchange  for  its  notes,  and  is  responsible  for  maintain- 
ing a  sufficient  reserve,  the  responsibility  for  the  convertibility 
of  bank-notes  is  preserved  in  full  force  by  being  concentrated 
on  one  establishment,  and  the  other  banks  are  relieved  from 
the  necessity  of  keeping  part  of  their  capital  idle  as  reserve, 
by  being  allowed  to  pay  in  Bank  of  England  notes.  The 
present  arrangement  is  therefore  preferable. 

I 
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In  182G  rarliamcnt  tiLolished  all  English  and  Irish  notes 
below  live  pounds,  as  these  were  chiefly  used  in  payment  of 
wages,  and  therefore  contributed  to  maintain  speculation.  The 
insecurity  of  banking  was  owing  to  the  law  forbidding  all 
joint-stock  banks  with  more  than  six  partners.  In  1826  this 
restriction  was  removed  except  within  sixty-five  miles  of  Lon- 
don, and  in  1833  abolished  altogether.  Up  to  1855  no  joint- 
stock  companies,  including  banks,  could  constitute  themselves 
legally  on  the  principle  of  limited  liability  without  an  act  of 
Parliament  or  royal  charter. 


CHAPTER  VIII. 

ON   THE  KATE    OF   INTEREST. 

The  permanent  rate  of  interest  depends  upon  the  ratio  between 
the  loanable  capital  of  the  country  and  the  demand  for  loans. 

The  loanable  capital  of  a  country  consists  of  the  deposits  in 
the  banks,  the  capital  and  credit  of  the  bankers,  and  the  funds 
of  those  who  live  upon  the  interest  of  their  property. 

The  rate  of  interest  for  which  people  will  invest  money  in 
a  foreign  coimtry  is  always  larger  than  the  rate  for  which 
they  will  consent  to  invest  in  their  own;  this  prevents  a 
uniform  rate  of  interest  from  prevailing  in  many  countries. 
The  rate  of  interest  depends  upon  the  profit  to  be  made ;  in 
Australia  the  farmers  obtain  a  rate  of  profit  of  20  per  cent, 
in  agriculture,  therefore  they  can  afford  to  pay  a  much  higher 
rate  of  interest  than  elsewhere. 

Cheap  food,  whether  imported  or  raised  at  home  through 
agricultural  improvements,  diminishes  cost  of  labour,  and 
therefore  raises  profit  and  with  it  interest.  Increased  cheap- 
ness conduces  to  sa^dng  by  affording  consumers  a  surplus  from 
which  they  can  save  consistently,  and  at  the  same  time 
maintain,  or  while  maintaining,  their  present  standard  of 
living.  Whatever  enables  people  to  live  equally  well  on 
smaller  incomes  induces  them  to  lay  by  capital  for  a  smaller 
rate  of  profit.     The  discoveries  in  the  precious  metals  have 
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increased  the  supply  of  loans  by  their  additions  to  the  stock 
of  money  seeking  for  investment,  and  so  lowered  the  rate  of 
interest.  The  mutual  competition  of  banks,  whose  funds  are 
constantly  seeking  for  mvestment,  is  the  chief  cause  of  the 
tendency  of  the  rate  of  interest  in  ordinary  times  to  decline. 

The  following  causes  have  influenced  the  supply  of  loans, 
increasing  the  means  of  investment,  and  so  raising  the  rate 
of  interest : — 

1.  Legalisation  of  joint-stock  companies,  the  subscriptions 
to  which  are  paid  from  funds  formerly  available  as  loans. 
A  class,  who  were  formerly  lenders,  have  become  traders  on 
their  own  account  to  the  extent  of  their  shares  in  these 
companies. 

2.  Increased  and  increasing  wdllingness  to  send  capital 
abroad. 

3.  Government  loans  for  war  expenditure  and  new  and 
attractive  means  of  investment,  &c.,  absorb  capital  which  would 
otherwise  have  been  thrown  on  the  loan  market,  and  have 
thus  lowered  interest. 

4.  The  demand  for  a  legal  tender — money  to  pay  debts, 
which  always  -marks  the  commencement  of  a  commercial 
crisis — causes  an  increase  in  the  rate  of  interest. 

5.  Loanable  capital  is  all  of  it  in  money ;  capital  destined 
for  production  exists  in  many  other  forms.  An  inconvertible 
paper  currency,  by  increasing  the  amount  of  money,  depreciates 
the  value  of  the  real  capital  loanable,  which  exists  only  as 
money,  and  so  raises  interest.  Estimated  in  capital,  the 
amount  offered  is  less,  owing  to  the  depreciation  of  its  value, 
whilst  the  quantity  required  is  the  same  as  before.  Estimated 
in  currency,  the  amount  offered  is  only  the  same  as  before, 
whilst  the  amount  required,  owing  to  the  rise  in  prices,  is 
greater.  If  a  depreciated  paper  currency  be  called  in  or 
lessened  in  quantity,  specie  will  rise  in  value,  the  amount  of 
real  capital  seeking  investment  will  be  increased,  and  interest 
lowered. 

A  greater  or  smaller  amount  of  money  does  not  affect 
interest,  but  only  a  change  from  a  greater  to  a  smaller  amount, 
and  vice  versa. 

6.  The  paper  currency  of  England,  being  issued  as  loans  by 
bankers,  swells  the  aggregate  loan  market,  and,  considered  as 
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an  addition  to  loans,  it  tends  to  lower  interest  more  than  in 
its  character  of  depreciation  of  the  cnrrency  it  tends  to  raise 
it.  The  lowering  of  interest  depends  upon  the  ratio  of  the 
paper  money  to  the  other  money  in  the  loan  market,  the 
depreciation  on  its  ratio  to  all  the  money  in  existence. 

7.  A  large  payment  for  imports  of  food  or  for  raw  produce, 
by  abstracting  capital  from  a  country,  raises  interest. 

The  public  funds  and  shares  in  joint  companies  vary  in  price 
in  inverse  proportion  to  the  rate  of  interest,  being  sold  at  a 
price  which  gives  the  market  rate  of  interest  of  the  purchase 
money  in  the  income  afforded.  AVhen  the  rate  of  interest  is  low, 
the  price  of  the  funds  will  be  high  and  vice  versa.  The  rate 
of  interest  regulates  the  number  of  years'  purchase  for  which 
land  will  exchange.  Suppose  land  to  return  the  same  rate  of 
interest  as  the  funds  (3  per  cent.),  an  estate  worth  £3000  a 
year  will  sell  for  £100,000.  If  the  rate  of  interest  rose  to  5 
per  cent.,  the  estate,  if  still  worth  £3000,  would  only  sell  for 
£60,000  (the  sum  on  which  the  annual  income  of  £3000  is  5 
per  cent.).  The  temporary  variations  in  the  rate  of  interest 
are  determined  by  alterations  in  the  demand  and  supply  of 
capital  offered  for  loans  in  the  form  of  money.  A  rise  in  the 
rate  of  discount  is  caused  by  an  increased  demand  for  ready 
money  which  usually  follows  a  contraction  of  credit. 


CHAPTEE  IX. 

INTERNATIONAL  TRADE. 

International  trade  exerts  an  influence  which  cheapens  the 
cost  of  production,  and  enables  the  productive  forces  of  the 
world  to  be  employed  to  the  best  effects.  The  greatest 
advantage  consists  in  the  division  of  labour,  each  nation  apply- 
ing itself  to  the  production  of  that  commodity  for  which  it  has 
the  greatest  natural  advantage.  The  law  of  exchange  depends 
upon  relative  difference  in  the  cost  of  production.  It  does 
not,  however,  always  hold  good  owmg  to  the  expense  of 
removing  capital  to  where  it  might  be  employed  at  a  greater 
profit,  and  because  countries  are  sometimes  content  to  forego 
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the  advantage  they  possess,  for  the  sake  of  exchisively  pro- 
ducing that  in  which  they  have  the  greatest  advantage. 

If  the  cloth  produced  with  100  days'  labour  in  Poland  cost 
150  days'  labour  in  England,  and  the  wheat  produced  with 
150  days'  labour  in  Poland  cost  200  days'  labour  in  England, 
England  might  advantageously  import  wheat  and  pay  for  it  in 
cloth,  as  England  would  gain  the  difference  between  200  and 
150  days  in  buying  wheat.  If  England  abandoned  some  of 
this  advantage  in  order  to  benefit  Poland,  the  wheat  produced 
by  100  days'  labour  in  Poland  must  exchange  for  more  cloth 
than  Poland  could  produce  by  150  days.  England  will  be 
benefited  if  she  obtain  the  corn,  on  which  she  would  have  to 
expend  200  days'  labour,  at  any  cost  less  than  the  value  of 
200  days'  labour,  but  more  than  the  value  of  150  days. 

It  is  a  mistake  to  treat  the  export  trade  as  more  important 
than  the  import.  The  benefit  of  the  former  lies  in  giving  the 
importing  country  commodities  which  it  could  not  have  pro- 
duced at  all,  owing  to  physical  condition,  or,  if  it  could,  only 
at  a  much  greater  cost  of  production. 

The  export  trade  is  an  outlet  for  the  surplus  produce  of  the 
country,  but  the  country  produces  this  surplus  as  the  cheapest 
means  of  paying  for  the  imports.  If  the  foreign  trade  were 
stopped,  producers  of  exports  would  devote  themselves  to  the 
production  of  some  of  the  things  imported  to  pay  for  them, 
and  the  consumers  of  imports  would  suffer  in  having  to  pay 
higher  prices,  caused  by  increased  cost  of  production.  Every 
country  which  produces  for  other  countries  besides  itself  can 
introduce  more  machinery,  and  carry  division  of  labour  further, 
and  has  more  chance  of  making  improvements  in  production 
than  it  otherwise  could.  It  is  helped  in  raising  itself  from 
barbarism  by  commercial  intercourse  with  other  nations. 
London  is  the  banking  centre  of  the  world.  Mr  Goschen, 
in  his  Theory  of  the  Foreign  Exchanges,  accounts  for  this 
by  pointing  to  "  the  stupendous  and  never-ceasing  exports  of 
England,  which  have  for  effect  that  every  country  in  the 
world,  being  in  constant  receipt  of  English  manufactures,  is 
under  the  necessity  of  making  remittances  to  pay  for  them  in 
bullion,  produce,  or  in  bills." 

Besides  this  civilising  tendency,  the  spread  of  trade  is  a 
guarantee  of  the  peace  of  the  world. 
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According  to  ]\Iill,coninioditios  produced  at  the  same  place, 
or  at  places  sufliciently  near  for  capital  to  move  freely  between 
them,  excliange  together  at  a  value  equivalent  to  the  cost  of 
production,  but  the  value  of  an  imported  commodity  depends 
upon  the  cost  of  production  of  the  thing  exported  to  pay  for  it 
and  upon  the  demand  for  this  export  in  the  foreign  country. 

If  England  imports  wine  from  Spain,  giving  for  every  pipe 
of  wine  a  bale  of  cloth,  the  exchange  value  of  the  wine  in 
England  will  depend  upon  the  cost  of  production  of  the  cloth 
in  England.  If  the  cloth  cost  twenty  days'  labour  in  England, 
the  wme,  even  if  it  only  cost  the  equivalent  of  ten  days  in 
Spain,  it  will  exchange  in  England  for  the  equivalent  of  twenty 
days'  labour  plus  the  cost  of  carriage  to  England,  If  a  ton  of 
iron  be  worth  in  England  ten  sacks  of  wheat  and  in  France 
twenty  sacks,  and  if  England  import  wheat  and  export 
iron  at  the  price  of  a  ton  of  iron  to  fifteen  sacks  of  wheat, 
she  will  make  a  profit  of  five  sacks,  and  France  will  get 
a  ton  of  iron  at  the  price  of  five  sacks  of  wheat  less 
than  before.  A  relative  difference  in  the  value  of  the 
commodities  traded  in  is  all  that  is  required,  it  is  not 
necessary  that  the  first  commodity  should  be  dearer  in  the 
one  country  than  in  the  other  and  the  second  cheaper.  If 
the  cost  price  of  a  ton  of  iron  be  £30  in  France  and  of  a  sack 
of  wheat  30s.,  a  ton  of  iron  will  buy  twenty  sacks  of  wheat  in 
France.  The  ton  of  iron  in  England  is  worth  £10,  the  sack 
of  wheat  £1.  Both  iron  and  wheat  are  dearer  in  France  than 
in  England,  but  iron  is  three  times  as  dear  and  wheat  only  one 
and  a  half  times,  so  it  will  be  profitable  to  France  to  export 
wheat.  "Wlien  two  countries  trade  together  in  two  com- 
modities, the  exchange  value  of  these  commodities  relatively 
to  each  other  will  depend  upon  the  supply  of  and  demand  for 
each  commodity  in  the  coimtry  which  imports  it,  and  will 
be  such  that  the  quantity  required  by  each  country  of  the 
commodity  imported  will  exactly  pay  for  the  quantity  of  the 
commodity  exported  to  pay  for  it. 

The  profit  of  the  trade  is  shared  in  the  inverse  ratio  of  the 
demancl  which  one  coimtry  has  for  the  commodity  it  exports 
from  the  other.  If  England  is  willing  to  send  to  France,  upon 
the  terms  of  fifteen  sacks  to  a  ton  of  iron,  more  ii'on  than 
France  requires,  these  terms  will  become  less  favourable,  as 
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iron  must  become  cheaper  to  equalise  the  supply  to  the 
demand.  The  price  of  iron  estimated  in  French  wheat  will 
decline,  and  a  ton  of  it  will  only  be  worth  fourteen  sacks  of 
wheat.  The  English  iron  merchant's  profit  will  be  diminished 
and  he  will  export  less,  whilst  the  demand  for  iron  in  France 
will  be  greater,  on  account  of  its  increased  cheapness.  If  the 
supply  be  not  equalised  to  the  demand  by  these  influences, 
the  number  of  sacks  of  wheat  to  be  given  for  the  ton  of  iron 
will  still  further  decrease,  and  the  share  of  profit  from  the 
trade  gained  by  France  will  proportionally  increase. 

The  limits  within  which  the  variations  in  value  are  confined 
are  the  two  extremes  of  the  ratio  of  the  respective  costs  of 
production  in  the  two  countries :  a  ton  of  iron  cannot  exchange 
in  either  country  for  more  than  twenty  or  less  than  ten  sacks 
of  wheat. 

If  an  improvement  took  place  in  the  production  of  iron  in 
England,  by  which  the  same  labour  and  capital  produced  Ih 
ton  which  formerly  produced  1  ton,  iron  would  fall  50  per 
cent,  in  the  English  market  in  relation  to  English  commodities, 
including  imported  wheat.  Fourteen  sacks  of  wheat,  which 
formerly  exchanged  for  1  ton  of  iron,  would  now  exchange  for 
1|  ton.  If  the  French  demand  was  increased  in  proportion 
to  the  cheapness,  France  would  take  50  per  cent,  more  iron 
than  before,  and  if  England  would  take  an  undiminished 
amount  of  wheat,  which  would  cost  her  no  more  than  before, 
as  1|  ton  of  iron  is  now  of  the  same  value  as  1  ton,  France 
would  obtain  iron  50  per  cent,  cheaper,  and  would  gain  the 
same  advantage  as  was  obtained  by  England. 

If  the  demand  for  iron  in  France  were  to  increase  in  a 
greater  ratio  than  the  cheapness,  then  France  must  offer  wheat 
on  cheaper  terms  by  being  willmg  to  take  less  than  Ih  ton  of 
iron  in  exchange  for  fourteen  sacks  of  wheat. 

If  the  French  demand  increase  in  a  less  proportion  than  the 
cheapness,  England  will  have  to  offer  more  than  1|  ton  in 
exchange  for  fourteen  sacks  of  wheat,  and  iron  will  become 
actually  cheaper  in  France  than  in  England. 

If  the  commodity  be  one  generally  desired,  such  as  coffee, 
sugar,  wine,  and  its  fall  in  price  allow  people  with  much 
smaller  incomes  to  buy  it  than  before,  it  may  happen  that 
the  demand   may  be  increased   in  a  greater   ratio  than  the 
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cheapness.     Generally,  if  a  coniniodity  fall  in  price,  a  greater 
quantity  \Yill  be  consumed  but  a  less  value. 

If  cost  of  carriage  did  not  exist,  a  country  would  produce 
for  other  markets  just  as  much  as  for  its  own.  On  account  of 
the  cost  of  carriage,  each  produces  bulky  articles  for  itself. 
The  cost  of  carriage  swallows  up  the  difference  in  the  cost  of 
production  of  the  coarser  kinds  of  food  and  manufacture.  The 
proportion  of  the  cost  of  carriage  which  will  be  borne  by  each 
country  depends  upon  the  amount  to  which  the  demand  for 
imported  commodities  is  diminished  thereby. 

If  the  cost  of  carriage  of  iron  from  England  to  France  be  £1 
a  ton,  and  that  of  a  sack  of  wheat  from  France  to  England  be 
2s.,  then  the  price  of  iron  in  France  will  be  £16  and  of  a  sack 
of  wheat  in  England  22s.  If  the  rise  in  price  of  iron  diminish 
the  demand  for  iron  by  one-tenth,  English  iron  merchants  may 
have  to  submit  to  a  reduction  in  price  of  os.  a  ton,  and  France 
will  bear  75  per  cent,  of  the  cost  of  carriage.  The  price  of  iron 
m  England  will  be  £14. 15s.,  and  in  France  it  will  be  the  same, 
plus  £1  cost  of  carriage  =  £15.  15s.  If  the  cost  of  carriage 
raise  the  price  of  French  wheat  in  England  to  22s.,  and  so 
cause  the  demand  to  fall  off  one-fifth,  French  wheat  merchants 
will  have  to  allow  a  reduction  of  Is.  in  the  price.  Thus 
England  will  pay  50  per  cent,  of  the  cost  of  carriage.  The 
French  wheat  merchants  will  receive  only  19s.  per  sack,  that 
is  21s.  the  price  in  England  less  2s.  deducted  for  cost  of 
carriage.  The  difference  in  the  price  of  any  commodity  in  two 
countries  enjoying  Free  Trade  together,  cannot  be  more  than 
the  cost  of  carriage  between  them. 

If  two  coimtries  trade  together  in  several  commodities,  it 
may  often  happen  that  one  country  will  not  take  enough  of 
one  export  of  another  country  at  a  certain  price  to  pay  for  the 
c^uantity  of  its  own  commodities  that  the  other  country  desires 
to  import,  but  will  receive  some  other  exports  of  the  first 
country  to  make  up  the  desired  amount.  The  produce  of 
fifty  days'  English  labour  in  coal,  cloth,  and  cotton,  exchanges 
for  the  produce  of  same  number  of  days  of  French  labour  in 
wheat,  wine,  and  silk,  according  to  the  equation  of  the  inter- 
national demand,  on  the  basis  of  all  the  English  exports 
collectively  paying  for  all  her  imports.  That  country  can 
sell  its  exports  at  the  dearest  price,  for  the  exports  of  which 
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there  is  in  foreign  countries  the  greatest  demand  and  one 
most  susceptible  of  growth  from  increased  cheapness,  and 
which  possesses  the  least  amount  of  capital  that  can  be  set  free 
from  the  production  of  commodities  for  home  consumption, 
for  the  purpose  of  producing  exports. 

A  country  gets  its  own  imports  the  cheaper,  the  greater  the 
efficiency  of  its  own  labour  (thus  reducing  the  cost  of  produc- 
ing exports),  and  the  less  the  extent  and  intensity  of  its  own 
demand  for  them.  If  England  sends  iron  to  France  at  the 
rate  of  1  ton  to  fifteen  sacks  of  wheat,  and  if  Belgium  enters 
the  trade,  it  must  give  France  a  ton  of  iron  for  every  fifteen 
sacks  of  wheat,  as  England  does.  If  the  ton  of  iron  is  pro- 
duced with  only  half  as  much  labour  in  England  than  in 
Belgium,  the  wheat  of  France  will  cost  England  only  half 
as  much  labour  as  it  costs  Belgium. 

The  cost  to  England  of  the  commodities  it  imports  is  a 
fmiction  of  two  variables  : — 

1.  The  quantity  of  her  exports  which  she  gives  for  them. 

2.  The  cost  of  these  exports  to  her. 

If  England  trade  with  France  in  cotton,  and  Belgium  trade 
with  France  in  iron,  the  comparative  demand  in  France  for 
cotton  and  iron  would  determine  the  comparative  cost  in 
labour  and  capital  with  which  England  and  Belgium  would 
obtain  French  products.  If  iron  were  more  in  demand  in 
France  than  cotton,  Belgium  would  recover,  through  France, 
part  of  her  disadvantage  in  iron  as  compared  with  England ; 
if  it  were  less  in  demand  than  cotton,  her  disadvantage  would 
be  increased. 

If  more  than  two  countries  trade  together,  the  produce 
of  each  of  them  will  exchange  for  the  produce  of  the  others 
at  such  values  that  the  whole  of  her  exports  will  pay 
for  the  whole  of  the  imports  from  all  the  other  countries. 
England  and  France  trade  together  at  the  rate  of  1  ton  of  iron 
to  fourteen  sacks  of  wheat.  If  Eussia  enter  the  trade  and 
England  could  obtain  from  her  wheat  at  fifteen  sacks  for  the 
ton  of  iron,  England  would  not  continue  to  trade  with  France 
at  fourteen  sacks  for  the  ton  of  iron,  but  France  would  be 
undersold  and  have  to  give  fifteen  sacks.  If  the  trade 
with  Eussia  were  on  less  favourable  terms,  and  even  if 
England  had  to  accept  from  it  fourteen  sacks  of  wheat  to 
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the  toil  of  iron  as  she  ditl  from  France,  yet  there  would  be 
two  markets  instead  of  one  for  English  produce,  and  the  two 
countries  together  would  require  more  English  produce  than 
either  of  them  singly,  and  so  would  have  to  force  a  market  in 
England  by  offering  their  exports  at  a  cheaper  price.  Even  if 
Eussia  exported  nothing  to  England  in  exchange  for  English 
produce,  she  might  pay  for  what  she  imports  from  England  by 
orders  on  French  purchasers  of  Eussian  goods.  French  goods 
have  thus  to  pay  both  for  their  own  and  for  the  Eussian 
imports  from  England,  and  this  can  only  be  done  after  bringmg 
about  an  increased  demand  for  them  in  England  by  reducing 
their  price. 

An  increase  of  demand  for  a  country's  exports  in  any  foreign 
coimtry  enables  that  country  to  obtain  more  cheaply  even 
those  imports  it  procures  from  elsewhere.  An  increase  of 
her  own  demand  for  any  foreign  commodity  tends  to  compel 
her  to  buy  all  her  imports  at  a  dearer  price.  The  price  of  the 
imported  commodity  is  generally  lowered  in  the  importing 
coimtry,  and  consumers  of  the  imported  commodity  enjoy  the 
benefit  of  the  cheapening  of  the  cost  of  production  brought 
about  by  foreign  commerce.  Before  the  trade  began,  a  ton  of 
iron  was  worth  twenty  sacks  of  wheat  in  France  and  only  ten 
in  England.  The  price  of  the  iron  in  France  would  be  £20  and 
of  wheat  £1  a  sack,  and  in  England  iron  would  be  £15  a  ton 
and  wheat  30s.  a  sack.  After  the  trade  is  started,  a  ton  of 
iron  in  France  will  only  be  worth  fifteen  sacks  of  wheat,  the 
price  for  which  England  will  sell  a  ton  of  iron.  Ten  sacks  of 
wheat  in  England  will  no  longer  be  worth  a  ton  of  iron  in 
England,  as  fifteen  can  be  obtained  in  France.  If  wheat  con- 
tinue to  be  £1  a  sack  in  France,  a  ton  of  iron  will  only  sell  for 
£15,  a  reduction  of  25  per  cent,  in  price.  If  the  price  of  ii'on 
continue  to  be  £10  a  ton,  fifteen  sacks  of  wheat  will  only  sell 
for  £10 ;  the  price  of  wheat  w411  thus  be  reduced  to  13s.  4d.  a 
sack,  a  reduction  in  price  of  33  per  cent.  The  price  of  the 
imported  commodity  is  thus  lowered  in  the  importing 
country. 

The  price  of  iron  in  France  will  remain  at  £15  a 
ton  and  that  of  wheat  in  England  at  13s.  4d.  a  sack,  only 
if  the  price  of  iron  in  England  and  the  price  of  wheat  in 
France  remain  unaffected  by  the  international  trade ;  but  this 
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is  not  the  ease.  England  requires  500,000  tons  of  iron  for 
her  own  use,  and  by  diverting  capital  and  labour  from  the 
production  of  wheat  to  that  of  iron  she  produces  an  additional 
amount  of  100,000  tons  for  export  to  France.  France,  on  the 
other  hand,  by  diverting  capital  and  labour  from  producing  iron, 
can  produce  1,500,000  additional  sacks  of  wheat  to  be  exported 
to  England.  If  the  iron  exactly  satisfied  the  French  demand, 
it  would  naturally  exchange  for  the  1,500,000  additional  sacks 
of  wheat  which  France  could  produce.  If  it  more  than  satisfied 
the  demand,  less  wheat  would  have  to  be  taken  in  exchange  up 
to  the  limit  of  1,000,000,  for  England  can  produce  wheat  for 
herself  at  the  price  of  ten  sacks  of  wheat  to  the  ton  of  iron. 
The  additional  100,000  tons  will  have  to  be  produced  at  a 
greater  cost  of  production,  as  less  productive  veins  of  iron 
ore  will  have  to  be  worked  than  were  required  before,  and  the 
rise  of  price  which  results  from  this  will  extend  to  the  whole 
supply,  therefore  the  price  of  iron  in  England  may  rise  from 
£10  to  £12  a  ton.  The  effect  of  this  is  that,  though  England 
still  obtains  fifteen  sacks  of  wheat  for  a  ton  of  iron,  yet,  as 
this  ton  of  iron  is  now  worth  £12,  instead  of  £10,  the  fifteen 
sacks  of  wheat  will  also  be  worth  £12,  or  16s.  instead  of  13s. 
4d.  each. 

It  is  an  argument  for  Protection  that  the  position  of  the 
home  producer  of  the  imported  commodity  is  injuriously 
affected  by  the  fall  in  its  price  brought  about  by  international 
trade.  Let  us  consider  how  the  position  of  the  English 
wheat-grower  is  affected  by  the  importation  of  wheat  from 
France. 

Before  the  trade  began,  England  required  6,000,000  sacks 
of  wheat  at  the  price  of  30s.  a  ton,  she  now  imports  1,500,000 
sacks  from  France.  The  ratio  of  the  price  of  the  ton  of  iron 
to  the  sack  of  wheat  in  England  is  as  15  to  1,  so,  as  its  price 
is  £12,  the  price  of  the  wheat  will  be  16s.  a  sack. 

We  have  now  to  consider  how  the  price  of  the  imported 
wheat  is  affected  by  the  amount  of  wheat  which  can  be  grown 
in  England.  As  England  imports  1,500,000  sacks  of  wheat, 
she  will  now  only  require  4,500,000. 

Owmg  to  the  falling  off  of  the  quantity  required  of  English 
wheat,  its  price  will  fall,  but  it  will  not  fall  to  the  level  of 
16s.,  the  import  price  of  French  wheat,  but  will  be  fixed  at 
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some  figure  midway,  staiuling  at  tlic  same  proportion  to  the 
origimil  cost  as  the  quantity  imported  stands  to  the  quantity 
now  required  at  home:  1,500,000  sacks  is  a  third  of  4,500,000, 
therefore  the  original  price  of  30s.  will  be  diminished  by  one- 
third  to  20s.  On  these  terms  the  English  ironmaster  will  at 
first  profit;  he  only  gets  £12  in  England  for  the  ton  of  iron, 
but  by  sending  it  to  France  he  will  get  fifteen  sacks  of  wheat, 
worth  in  England  £15  ;  he  will  thus  gain  an  extra  profit  of  £3 
a  ton.  The  competition  of  ironmasters  to  share  in  this  profit 
will  cause  the  French  market  to  be  over-supplied  with  iron, 
and  iron  w^ill  fall  in  price  or  exchange  for  a  less  quantity  of 
wheat,  it  may  be  for  only  twelve  sacks  instead  of  fifteen.  If 
this  fall  in  the  price  of  iron  in  France  cause  the  quantity 
exported  from  England  to  increase,  it  might  rise  to  120,000  tons, 
but  this  extra  demand  in  France  would  influence  the  price  of 
English  iron  and  it  might  rise  to  £13  a  ton.  If  the  ton  of 
iron,  price  £13,  be  worth  twelve  sacks  of  wheat,  the  price  of 
the  wheat  per  sack  would  be  21s.  6d. 

The  effect  of  the  international  trade  in  England  has  there- 
fore been  to  lower  the  price  of  the  imported  commodity,  wheat, 
from  30s.  to  21s.  6d.,  and  to  raise  that  of  the  exported  com- 
modity, iron,  from  £10  to  £13. 

The  particular  classes  most  injured  l)y  the  trade  would  be 
the  French  consumers  of  wheat,  as  no  amount  of  cheap  iron 
will  compensate  for  a  rise  in  the  price  of  bread.  The  English 
grower  of  wheat  will  be  injured  by  the  fall  in  the  price  of 
wheat  from  30s.  to  21s.  6d.  a  sack,  but  he  will  ultimately  be 
compensated  by  the  reduction  of  rent  consequent  on  the 
widening  of  the  margin  of  cultivation  when  the  less  fertile  lands 
no  longer  require  to  be  cultivated.  The  farmers  bound  by 
long  leases  will  suffer  till  rents  can  be  readjusted,  but  the 
interests  of  a  class  cannot  be  weighed  against  the  benefit  to 
the  community  of  cheapening  food. 

The  benefit  of  reducing  the  price  of  wheat  may  be  under- 
stood when  we  consider  that  home-grown  is  to  imported  wheat 
only  as  12  is  to  26. 

Protectionists  see  the  injury  to  different  classes  from  inter- 
national Free  Trade,  but  they  do  not  see  the  benefit  to  the 
commimity  of  cheapening  the  cost  of  production  of  the  com- 
modities  imported.     Their   policy  champions   the   rights   of 
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certain  classes  as  producers  against  the  rights  of  the  whole 
community  as  consumers. 

The  exports  of  some  coimtries  permanently  exceed  the 
imports,  e.g.,  in  the  decade  1876-86,  the  excess  of  value  of 
the  exports  of  India  over  the  imports  averaged  nineteen 
million  pounds ;  this  is  because  of  the  home  charges  of  the 
Indian  Government  in  England,  which  is  defrayed  by  India  by 
means  of  a  permanent  excess  of  exports  over  imports.  If  a 
country  is  permanently  indebted  to  another  country,  its 
exports  to  that  country  will  permanently  exceed  its  imports 
from  that  country  by  the  amount  of  the  debt.  The  exports 
from  the  United  States  to  England  permanently  exceed  the 
imports  into  the  United  States  from  England,  by  the  amount 
due  to  England  for  performmg  the  carrying  trade  of  the 
United  States  in  her  ships. 

The  excess  of  English  imports  over  her  exports  in  value 
thus  represents  the  payments  due  from  India  and  the  United 
States,  and  the  interest  of  foreign  loans  raised  in  England. 

The  payment  due  from  one  country  to  another  is  first  made 
in  money ;  this  raises  prices  in  the  country  to  which  the  re- 
mittance is  made  and  lowers  them  in  the  remitting  country. 
Hence  the  exports  from  the  remitting  to  the  receiving  country 
are  increased  and  the  imports  diminished.  A  payment  would 
be  due  from  the  receiving  to  the  remitting  country,  as  the 
exports  from  it  exceed  the  imports  into  it  in  value,  and  when 
this  is  equal  to  the  tribute,  all  money  payments  cease  and  the 
payment  is  made  in  goods  by  means  of  a  permanent  excess  of 
exports  over  imports  in  value.  The  remitting  country,  besides 
losing  what  it  pays,  loses  something  more  in  having  to  offer 
its  exports  more  cheaply  in  order  to  bring  about  an  excess  of 
them  over  imports. 

Taxation  exercises  a  powerful  influence  over  international 
trade.  In  the  event  of  England  taxing  ex]3orted  iron,  the 
effect  of  the  tax  would  depend  upon  how  the  demand  in 
France  was  influenced  by  the  rise  in  price. 

If  the  demand  fell  off  so  little  that,  owing  to  the  rise  in 
price,  even  a  greater  money  value  was  bought  than  before, 
iron  will  rise  m  value  in  France  because  it  does  in  England, 
and  wheat  falls  in  value  in  France  and  also  in  England. 
England  pays  less  for  imports  and  has  more  money  to  pay, 


142  POLITICAL  ECONOMY. 

therefore  slie  gains  more  than  the  duty.  The  Government 
monopoly  of  opium  in  India  is  equivalent  to  an  export  tax,  and 
it  is  paid  by  foreigners,  as  it  does  not  cause  the  demand  to 
fall  oil". 

If,  after  imposition  of  the  duty,  the  demand  for  iron  in 
France  he  reduced  to  such  an  extent  that  the  total  money 
value  exported  is  the  same  as  before,  England  will  gain  the 
duty,  which  will  be  paid  at  the  expense  of  France.  If  France 
requires  a  less  pecuniary  value  than  before,  English  exports 
will  no  longer  pay  for  her  imports,  a  balance  of  payment  will 
he  due  from  England  to  France,  and  iron  will  fall  in  price  and 
wheat  rise,  till  France  will  take  enough  iron  to  pay  for  the 
increased  value  of  exported  wdieat.  The  tax  is  partly  paid 
"by  English  consumers  of  wheat,  who  have  to  pay  a  higher  price 
for  it  on  account  of  the  tax  on  our  exported  iron,  and,  from 
the  efflux  of  money  and  the  fall  of  prices,  have  smaller  money 
incomes  to  pay  for  wheat  at  the  higher  price. 

If  the  demand  for  iron  in  France  falls  off  so  much  that  she 
imports  a  smaller  money  value  than  before,  and  the  value  of  the 
wheat  exported  to  England  is  undiminished,  a  balance  of  pay- 
ment is  due  from  England  to  France,  and  the  price  of  wheat 
rises  in  France  and  also  in  England.  The  higher  the  price  of 
wheat,  the  greater  will  be  the  money  value  of  the  wheat 
exported  to  England,  and  the  greater  the  balance  of  payment. 
The  price  of  iron  may  fall  more  than  the  total  amomit  of  the 
duty,  in  order  to  induce  France  to  take  a  sufficient  amount  of 
iron  to  pay  for  the  increased  value  of  the  wheat. 

If  we  tax  imported  wheat,  it  will  diminish  the  quantity 
bought,  a  balance  of  payment  will  be  due  from  France  to 
England  to  pay  for  the  excess  of  value  of  its  imported  iron 
over  the  exported  wheat.  This  is  paid  by  the  foreign  con- 
sumers of  exported  commodities,  not  by  the  persons  from 
whom  we  buy  our  wheat. 

Taxes  on  imports  are  open  to  retaliation,  by  means  of  taxes 
on  our  commodities  which  foreign  countries  import. 

Taxes  on  imports  only  fall  on  the  foreign  producer — 

1.  In  the  case  of  a  tax  laid  upon  the  subject  of  monopoly. 
The  price  cannot  be  raised  higher  in  proportion  to  the  tax,  as 
it  is  already  as  high  as  it  can  be.  The  tax  must  therefore  be 
paid  out  of  the  producer's  profits. 
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2.  If  a  duty  on  the  produce  of  lands  or  mines  be  so  high  as 
to  cause  abandonment  of  some  of  the  least  productive,  prices 
will  fall  to  purchasers,  both  in  the  country  itself  and  those 
who  deal  with  it,  and  the  profits  of  the  producers  would  be 
reduced. 

Underselling  depends — 

1.  On  the  underselling  country  having  a  greater  advantage 
than  the  undersold  in  the  production  of  the  article  exported 
by  both. 

2.  On  the  underselliag  country  being  able  to  give  away  to 
the  customer  more  than  the  whole  advantage  in  production 
possessed  by  the  country  undersold. 

3.  On  the  extent  to  which  one  country  trades  with  borrowed 
capital  more  than  another.  The  trader  with  his  own  capital 
requires  the  current  rate  of  profit  on  the  whole  sum  he  invests ; 
the  trader  with  borrowed  capital  is  content  with  the  ordinary 
rate  of  interest  on  it,  which  is  often  less  than  the  ordinary 
rate  of  profit,  therefore  he  can  sell  his  goods  at  a  cheaper 
price. 

The  loss  suffered  by  a  country  on  being  undersold  and  so 
deprived  of  a  market,  or  compelled  to  carry  on  traffic  at  a 
reduced  rate  of  profit,  falls  chiefly  on  the  consumers  of  imports, 
wdio,  with  money  incomes  reduced  in  amount  by  the  falling 
off  of  the  market  for  exports,  have  to  pay  the  same  or  even  a 
higher  price  for  all  articles  produced  abroad. 

The  higher  wages  of  English  as  compared  with  Continental 
workmen  do  not  affect  underselliag,  as  the  Continental  work- 
men do  less  work.  In  America,  though  the  wages  are  higher, 
the  efficiency  of  labour  is  so  great  that  the  real  cost  of  labour 
is  less  than  in  Europe,  and  commodities  can  be  sold  very 
cheaply  at  a  high  rate  of  profit. 

In  America,  where  the  general  rate  of  wages  is  so  high, 
slave-grown  produce  can  be  sold  cheaper  than  it  would  other- 
wise be,  as  there  is  nothing  to  pay  as  wages.  So,  too,  the 
manufactures  of  Zurich,  which  are  carried  on  only  in  the 
intervals  of  agriculture,  and  on  which  the  workers  do  not 
depend  entirely  for  their  living,  can  -be  disposed  of  at  an 
unusually  low  price. 

General  low  wages  do  not  produce  low  prices  in  a  country, 
or  allow  its  exports  to  be  sold  cheaper,  they  produce  a  high 
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rate  of  profit  and  so  allow  a  country  to  resist  being  undersold 
for  a  longer  time  than  under  other  circumstances,  as  it  can 
submit  to  its  rate  of  profit  being  diminished  without  being 
dri\"en  out  of  the  trade. 

Those  articles  will  be  the  staple  of  foreign  trade  in  which 
the  national  industry  is  specially  productive.  If  wages  are 
high,  this  will  indicate  high  productiveness  in  commodities 
with  which  gold  and  silver  can  be  cheaply  purchased.  High 
wages  are  therefore  not  an  hindrance  to  the  extension  of 
foreim  trade. 


CHAPTER  X. 

THE   PRECIOUS   METALS  AS   IMPOETED   COMMODITIES. 

The  precious  metals  are  imported  in  bullion  as  commodities, 
or  sent  as  money  from  one  country  to  another  for  investment, 
or  to  pay  for  goods. 

They  differ  from  other  commodities  in  that  their  total  value 
is  often  less  than  their  total  cost  of  production. 

Australia  exports  gold  to  England  as  one  of  her  staple 
commodities ;  this  raises  prices  in  England,  and  the  value  of 
gold,  estimated  in  the  commodities  imported  from  England, 
declines,  till  the  increased  amount  is  absorbed  on  account  of 
its  decline  in  value. 

"When  gold  and  silver  are  considered  as  imported  commodities 
their  value  is  regulated  by  the  cost  of  production  of  the  com- 
modity exported  to  pay  for  it. 

Cheap  importation  of  bullion  and  hence  money  of  low"  value 
and  high  prices  depend  : — 

1.  On  the  exports  of  the  country  being  much  in  demand 
abroad  and  on  their  containing  high  value  in  small  bulk. 
England  obtains  bullion  comparatively  cheaply,  because  her 
exports  are  of  a  less  bulky  nature  than  the  raw  materials  and 
food  stuffs  of  other  countries.  The  quantity  of  the  exporting 
country's  labour  necessarily  expended  upon  producing  the 
exports  will  depend  upon  its  efiiciency. 
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2.  On  the  importing  country  having  a  small  demand  for 
foreign  imports. 

3.  On  the  importing  country  being  near  to  the  countries 
which  produce  the  precious  metals.  The  cost  of  carriage  is 
thus  saved. 

Though  England  exported  nothing  to  the  bullion-producing 
countries,  she  can  still  obtain  bullion  from  them  cheaply  in 
payment  for  her  exports  to  other  countries,  which  pay  for  these 
exports  in  bullion  obtained  from  the  countries  which  produce  it. 
All  the  exports  being  exchanged  against  all  the  imports,  gold 
and  silver  are  sold  at  such  a  rate,  and  so  combined  with  the 
other  imports,  that  the  sale  of  exports  as  a  whole  pays  for 
them. 

On  the  opening  of  a  new  branch  of  export  trade  from 
England,  a  demand  is  created  for  it  abroad,  and  the  imports 
into  England,  including  bullion,  no  longer  pay  for  the  exports. 
To  re-establish  the  equation  of  international  demand,  the  com- 
modities imported  into  England,  including  bullion,  will  have 
to  be  offered  at  a  cheaper  rate,  and  money  will  flow  into 
England  till  prices  rise.  These  high  prices  in  England  will 
cause  English  exports  to  fall  off,  owing  to  the  demand 
abroad  being  checked. 

If  English  producers  use  the  greater  abundance  of  money 
they  possess,  owing  to  the  high  prices  prevalent  in  England, 
to  buy  more  imports,  these  will  be  increased  and  exports 
diminished,  and  so  equilibrium  will  be  produced.  An  exten- 
sion of  the  foreign  demand  for  English  exports  from  natural 
causes,  such  as  the  increase  of  population  or  the  abolition  of 
duties,  or  a  check  to  the  English  demand  for  foreign  imports 
by  the  imposition  of  import  duties  in  England  or  export  duties 
abroad,  will  also  have  the  effect  that  English  imports  no  longer 
pay  for  her  exports.  The  countries  which  take  English  exports 
must  offer  their  commodities,  and  among  them  bullion,  at  a 
cheaper  rate.  Cheap  money  and  a  high  rate  of  prices  in  England 
will  thus  result  from  the  above  causes  also.  If  a  country 
requires  more  imports  than  the  exports  pay  for  (unless 
similar  causes  to  those  mentioned  in  the  last  chapter  as 
accounting  for  this  excess  in  the  case  of  England  apply),  it  is 
a  sign  that  it  has  more  of  the  precious  metals  or  their  sub- 
stitutes than  can  permanently  circulate,  and  must  part  with 
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some  of  them.  The  currency  is  contracted  and  prices  fall, 
hence  there  is  a  greater  demand  for  exports.  The  drain  will 
last  till  the  fall  in  the  prices  of  English  goods  induces 
foreigners  to  take  a  larger  pecuniary  value,  or  the  increased 
price  of  foreign  goods,  owing  to  the  efllux  of  the  precious 
metals  abroad,  makes  England  take  a  less  pecuniary  value. 

The  cause  of  bullion  being  imported  is  either  when  the 
price  of  goods  is  so  low  in  England  and  so  high  in  foreign 
markets  as  to  tempt  foreigners  to  send  to  England  to  buy 
goods,  or  when  the  price  of  goods  is  so  low  in  the  foreign 
market  and  so  high  in  England  that  nothing  but  specie  can 
be  sent  in  payment  of  goods  exported  from  England. 

The  causes  of  bullion  being  exported  are : — 

(1)  That  there  is  some  great  and  pressing  demand  for  some 
article  in  this  country,  and  other  commodities  are  so  scarce 
and  dear  that  they  cannot  be  exported  with  profit  to  pay  for 
it;  or 

(2)  The  article  to  be  imported  into  England  is  required  in 
such  great  quantities  that  foreigners  cannot  consume  our 
goods,  which  we  should  prefer  them  to  take  in  payment,  fast 
enough ;  or 

(3)  The  markets  abroad  are  overstocked  with  English  pro- 
duce, which  are  thus  depressed  below  their  natural  value;  or 

(4)  "V^Tien  the  exporting  country  has  a  depreciated  paper 
currency ;  or 

(5)  In  the  case  of  a  prohibitive  tariff  on  imports.  For 
this  reason  England  cannot  send  goods  to  Eussia  in  payment 
for  her  hemp,  tallow,  and  flax. 

The  English  system  of  bonded  warehousing,  which  allows 
goods  to  be  stored  duty  free  till  they  are  sold,  reduces  the 
necessity  of  exporting  bullion  to  a  minimum. 

If  the  wealth  and  population  of  a  country  increase,  prices 
will  decline  unless  a  greater  amomit  of  money  is  brought 
into  circulation,  or  the  substitutes  for  money  are  brought  into 
greater  use. 

If  a  large  increase  is  suddenly  made  to  the  currency,  prices 
rise,  exports  are  discouraged,  and  imports  exceed  exports, 
the  exchanges  become  unfavourable  and  continue  so  till  the 
increase  in  the  precious  metals  has  spread  itself  equally  over 
all  commercial  countries.     If  twenty  millions  of  bank  notes 
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were  sent  into  circulation  in  addition  to  a  metallic  currency 
of  that  amount,  and  were  employed  as  loans  or  in  the 
purchase  of  securities,  they  would  depress  the  rate  of  interest 
and  cause  the  greater  part  of  the  twenty  millions  in  gold 
to  be  sent  abroad  for  investment.  If  the  twenty  millions 
of  bank  notes  were  carried  into  the  market  for  commodities, 
prices  would  rise,  exportation  diminish,  and  importation 
be  increased.  A  great  balance  of  payments  would  cause 
the  metallic  money  to  spread  itself  over  commercial  countries, 
till  only  those  differences  existed  in  its  value  which  corre- 
sponded to  permanent  differences  in  the  cost  of  production. 
These  twenty  millions  of  metallic  money  would  be  gradually 
absorbed  by  diminution  in  production  from  the  bullion-pro- 
ducing countries,  and  prices  would  return  to  their  former  level, 
and  the  world  would  gain  the  benefit  of  twenty  millions  being 
added  to  its  productive  capital  and  being  replaced  by  the 
cheaper  substitute  of  paper  money. 

Small  disturbances  of  the  equilibrium  of  imports  and 
exports  correct  themselves  by  the  premium  on  bills  of  ex- 
change. Larger  ones  require  the  subtraction  of  actual  money 
from  the  currency,  or  an  annihilation  of  credit  equivalent  to  it. 

The  rise  of  prices  consequent  on  the  over-issue  of  an  incon- 
vertible paper  currency  does  not  stimulate  import  or  dis- 
courage export.  Imports  and  exports  are  regulated  by  the 
metallic,  not  the  paper  price  of  commodities.  The  exchanges 
are  affected.  When  the  exports  pay  for  the  imports,  the  ex- 
change is  "  at  par,"  and  a  bill  on  France  for  the  equivalent  of 
five  sovereigns  is  worth  £5.  If  the  currency  in  England  is 
depreciated,  a  bill  on  Prance  for  the  equivalent  of  five 
sovereigns  will  be  worth  £6.  There  is  therefore  a  nominal 
exchange  against  the  country,  the  currency  of  which  is 
depreciated,  of  as  much  per  cent,  as  the  amount  of  the 
depreciation,  whatever  the  amount  of  the  real  exchange, 
which  is  governed  by  the  variations  of  international  supply 
and  demand,  may  be. 

In  times  of  commercial  speculation,  prices  rise,  exportation 
is  checked,  and  importation  stimulated :  this  necessitates  a  drain 
of  gold  to  pay  for  the  excess  of  imports  over  exports,  and  it 
can  only  be  checked  by  a  fall  of  prices  or  a  rise  in  the  rate  of 
interest  in  the  covmtry  in  which  the  speculation  is  going  on. 
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Eicardo  states  the  law  of  the  general  distribution  of  the 
precious  metals  thus : — "  Gohl  and  silver  having  been  chosen 
for  the  general  medium  of  circulation,  they  are,  by  the  com- 
petition of  commerce,  distributed  in  such  prop(jrtions  among 
tlie  ditlerent  countries  as  to  accommodate  themselves  to  the 
natural  traffic  which  would  take  place  if  no  such  metals 
existed  and  the  trade  between  countries  were  purely  a  trade 
of  barter." 

If  the  exports  from  England  to  France  are  less  than  the 
imports  into  England  from  France,  the  bills  in  France 
drawn  on  England  will  exceed  in  value  those  in  England 
drawn  on  France.  English  merchants  will  compete  for 
bills  on  France  which  are  said  to  be  at  "  a  premium,"  and 
bills  on  England  are  at  "  a  discount  "  in  France  as  they  have  to 
be  sent  to  England  to  be  cashed.  The  exchange  is  then  said  to 
be  "unfavourable"  to  England,  or  against  England  and  in  favour 
of  France.  The  premium  on  bills  on  France  cannot  exceed 
the  cost  of  sending  bullion  from  England  to  France,  but  at  a 
time  of  unfavourable  exchange  it  is  not  always  necessary  to 
export  bullion,  because  the  fluctuations  of  commerce  are  con- 
stantly increasing  exports  or  diminishing  imports.  In  time 
of  anticipated  scarcity  of  the  precious  metals  the  premium  on 
bills  may  amount  to  more  than  the  cost  of  carriage,  as  when 
Napoleon  returned  from  Elba,  the  premium  on  bills  on  foreign 
countries  in  England  amounted  to  10  per  cent. 

"V\1ien  the  exchange  is  against  one  country  and  in  favour  of 
the  other,  the  money  of  the  former  country  will  be  depreciated 
when  compared  to  the  money  of  the  other. 

When  the  exchange  is  at  par,  £1  is  equivalent  to  25  francs, 
but  if  the  exchange  is  against  England,  and  it  is  desired  to 
change  English  money  for  French  in  London,  French  money 
will  have  to  be  brought  from  France  for  the  purpose,  and  to 
compensate  for  this  it  will  exchange  for  more  than  its  value 
in  English  money,  and  25  francs  will  exchange  for  more  than 
£1.  If  the  exchange  is  in  favour  of  England,  there  will  be  a 
surplus  of  French  money  in  England,  and  it  will  be  at  a 
discount  compared  with  English  money. 

An  unfavourable  exchange  cannot  be  of  long  continuance,  as 
specie  cannot  long  be  subtracted  from  the  currency,  to  pay  for 
an  excess  of  imports  ovcf  exports,  without  lowering  prices. 
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This  will  increase  exports,  as  it  will  be  more  profitable  to  sell 
commodities  abroad  than  at  home.  Imports  will  fall  off,  as 
foreigners  will  not  import  goods  if  low  prices  prevail.  When 
a  country's  exports  exceed  its  imports,  the  exchange  will 
again  become  favourable  to  it. 


BOOK  lY. 

GENERAL  FUNCTIONS   OF   GOVERNMENT. 


CHAPTER  I. 

GENEKAL  FUNCTIONS  OF  GOVERNMENT, 

Those  who  wish  to  restrict  the  functions  of  Government 
within  the  narrowest  possible  limits,  think  that  it  should  con- 
fine itself  to  protecting  person  and  property  from  force  or  fraud. 

The  upholders  of  the  principle  of  laissez  /aire  in  politics 
consider  that,  within  the  above  limits,  the  general  wellbeing 
of  society  is  best  promoted  by  allowing  free  play  to  personal 
interests.  The  functions  of  Government  cannot,  however,  be 
thus  narrowly  confined,  as  the  establishment  of  laws  of  inheri- 
tance,, of  laws  for  the  settlement  of  civil  disputes,  of  registries 
of  legal  documents  and  of  births,  deaths,  and  marriages,  and  the 
exclusive  right  of  coining,  are  all  duties  of  Government,  which 
cannot  be  classed  under  either  of  the  two  above-mentioned 
heads. 

Mill  is  of  opinion  that  the  only  general  justification  for 
Government  interference  is  to  be  found  in  expediency.  He 
points  out  that  there  are  two  kinds  of  Government  inter- 
ference, authoritative  and  permissive.  The  former  forbids 
certain  acts,  or  proscribes  a  certain  way-  of  doing  them. 

The  whole  theory  of  State  Socialism  is  based  upon  the 
authoritative  interference  of  the  State.  The  State,  or  the 
collective  strength  of  society,  is  to  do  for  individuals  what 
they  are  powerless  to  do  for  themselves :  this  is  the  basis  of 
schemes  like  old  age  insurance  at  the  partial  cost  of  the  State. 

Mr  Benjamin  Kidd,  in  his  Social  Evolution,  finds  in  the 
legislation  of  the  present  day,  "  a  tendency  to  strengthen  and 
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equip,  at  the  general  cx])ensc,  the  lower  and  weaker  against  the 
higher  and  wealthier  classes  of  the  community."  The  lower 
classes  have  already  been  given  equal  political  rights,  it  is 
the  object  of  the  new  movement  to  give  them  equal  social 
opportunities  for  self-elevation  and  improvement. 

Permissive  Government  interference  sets  up  an  agency  of 
its  own,  to  work  for  objects  of  public  interest,  such  as  an 
Established  Church  or  a  Government  medical  service,  but  it 
does  not  interfere  with  the  private  agency  of  ministers  of 
religion  of  other  denominations  or  private  doctors  in  the 
pursuit  of  the  same  objects. 

Mill  gives  the  following  reasons  against  the  extension  of 
an  authoritative  Government  interference  : — 

1.  That  any  interference  of  the  Government  with  the 
internal  or  external  life  of  the  individual  checks  the  forma- 
tion of  private  opinion,  and  makes  individuals  slavishly 
conform  to  the  opinion  of  the  majority.  The  arbitrary  power 
of  public  opinion  is  thus  increased,  and  every  tendency  to 
individuality  of  character  checked. 

2.  Every  addition  to  the  functions  of  Government  increases 
its  power  both  in  the  direct  form  of  authority  and  in  the 
indirect  form  of  influence.  This  power  is  not  that  of  the 
nation  over  itself,  but  of  a  mere  majority  of  the  nation,  and 
often  merely  that  of  the  most  noisy  and  obtrusive  section  of 
this  majority. 

3.  Every  fresh  assumption  of  power  by  the  Government 
causes  it  to  be  more  overloaded  with  duties,  which  are  in 
consequence  badly  performed.  From  neglect  of  division  of 
labour,  the  attention  of  ministers  is  occupied  with  trivial 
details,  and  they  have  not  sufficient  time  to  attend  to  really 
important  matters. 

4.  It  is  inexpedient  that  all  the  business  skill  and  experience, 
and  power  of  organised  action  existing  in  the  community 
should  be  concentrated  in  the  class  of  Government  officials. 

5.  Even  if  the  Government  could  unite  in  its  service  all  the 
most  eminent  talent  of  the  nation,  the  conduct  of  a  large 
portion  of  the  affairs  of  the  nation  should  still  be  left  in  the 
hands  of  those  most  nearly  interested  in  them,  because  the 
"  business  of  life  is  an  essential  part  of  the  practical  education 
of  a  people." 
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Tlie  doctrine  of  non-iiiterfcrciTice  on  the  part  of  Government, 
because  people  are  the  best  judges  of  their  own  interests,  does 
not  hokl  good  in  the  case  of  lunatics  or  young  children.  Mill 
thinks  the  law  with  reference  to  lunatics  should  be  altered. 

1.  The  property  of  lunatics  should  not  be  given  over  to 
their  heirs  during  their  lifetime,  but  managed  by  trustees  till 
their  death  or  recovery. 

2.  The  costs  of  inquiry  into  the  lunacy  of  an  indi^^dual 
should  be  borne  by  the  promoter,  with  the  right  of  being 
indenniified  his  costs  out  of  the  estate  if  the  kmacy  be 
established. 

The  freedom  of  contract  of  young  children  insufficiently 
educated  or  too  weak  for  long  employment  should  be 
regulated  by  Government.  Government  should  not,  however, 
interfere  with  the  employment  of  women  in  factories,  on  the 
plea  that  they  should  have  time  to  devote  themselves  to  their 
household  duties,  for,  to  improve  their  position,  access  should 
1)6  given  them  to  independent  industrial  employment. 

The  action  of  Government  is  justifiable  in  the  following 
cases : — 

1.  The  pro"\nision  of  education  for  the  nation,  as  Government 
can  reasonably  claim  to  possess  more  mental  cultivation  than 
the  average  of  the  people.  Another  reason  is  the  importance 
of  intelligence  and  the  other  qualities  fostered  by  education, 
and  the  actual  injury  the  citizens  of  a  State  suffer  from  the 
ignorance  of  their  fellow  citizens. 

2.  In  the  case  of  contracts  for  perpetuity,  e.g.,  marriage,  two 
individuals  attempt  to  decide  what  will  be  best  for  their 
interests  at  some  future  time.  Government,  in  compensation 
for  not  allowing  the  parties  to  the  agreement  to  annul  their 
contract,  should  grant  them  a  release  from  it  on  due  cause 
shown  before  a  competent  tribunal. 

3.  "VNTiat  can  only  be  done  by  joint-stock  agency,  the 
managers  beiug  the  delegates  of  the  shareholders,  is  often  as 
well  done  by  the  State.  If  the  State  does  not  take  these 
enterprises  under  its  direct  control,  as  the  Prussian  State  has 
done  the  railways,  it  may  at  least  superintend  theii'  manage- 
ment. Eailways  and  waterworks  are  practical  monopolies 
created  by  the  State,  which  should  only  issue  the  concession 
for  a  limited  period,  and  reserve  to  itself  a  claim  to  a  right  of 
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property  in  ptiblic  works,  or  else  retain  the  right  of  regulating 
the  tariff  of  tolls.  It  may  even  be  proprietor  of  an  industrial 
concern  without  working  it,  and  allow  others  to  rent  and 
work  it  for  limited  periods. 

4.  The  State  can  justifiably  interfere  to  give  the  force  of 
law  to  the  agreement  of  workmen  not  to  work  for  more  than 
eight  hours  a  day.  It  may  also  bring  about  by  legislation  the 
"Wakefield  system  of  colonisation,  which  establishes  a  fund  for 
emigration  by  the  sale  of  unoccupied  lands,  and  which  obliges 
emigrants  to  a  new  colony  to  serve  for  some  time  as  hired 
labourers  before  they  are  allowed  to  settle  upon  land  of  their 
own. 

In  both  these  instances,  however  advantageous  the  course 
of  action  may  be,  no  one  will  follow  it,  unless  he  is  sure  that 
everyone  else  will  do  so,  and  the  passing  of  a  law  on  the 
subject  is  the  best  means  of  certainty  on  this  point. 

Colonisation  should  be  carried  on  at  the  expense  of  the 
colony  to  which  the  emigrants  are  sent.  No  individual  can 
conduct  emigration  on  a  sufficiently  large  scale  or  can  be  sure 
of  recovering  the  cost ;  Government  alone  can  do  so  by  taxa- 
tion of  those  who  are  benefited  by  the  imported  labour. 

5.  In  the  case  of  the  Poor  Law,  it  is  best  that  the  State 
should  conduct  the  business  of  providing  subsistence  for  the 
indigent  poor,  as  private  charity  is  apt  to  do  too  much  or  too 
little.  It  may  leave  to  private  charity  the  task  of  discriminat- 
ing between  various  cases  for  relief.  The  State  must  act  by 
general  rules  in  this  case,  and  can  give  no  more  than  sub- 
sistence to  the  deserving  poor  or  less  than  subsistence  to  the 
undeserving. 

6.  Government  should  build  lighthouses,  lay  down  buoys, 
and  bear  the  cost  of  public  works  and  scientific  or  geographical 
exploration,  in  spite  of  there  being  no  prospect  of  an  immediate 
return  for  the  money  spent.  It  may  also  finance  scientific  re- 
search by  establishing  professorships  with  duties  of  instruction 
attached. 

Mill  estimates  the  value  of  a  Government  according  to 

A.  Its  system  of  raising  a  revenue  by  taxation. 

B.  Its  laws  on  property  and  contract. 

C.  The  character  of  the  judicial  system  it  establishes  to 

enforce  the  jurisdiction  of  its  laws. 
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CHAPTER  II. 

GENERAL   PEINCirLE^   OF  TAXATION. 

Adam  Smith's  Canons  of  Taxation. 

1.  "  The  sulijects  of  every  State  ought  to  contribute  to  the 
support  of  the  Government,  as  nearly  as  possiljle  in  propor- 
tion to  their  respective  ahihties  ;  that  is,  in  proportion  to  the 
revenue  which  they  respectively  enjoy  under  the  protection  of 
the  State.  In  the  observation  or  neglect  of  this  maxim 
consists  what  is  called  equality  or  inequality  of  taxation." 

2.  "  The  tax  ^Yhich  each  individual  is  bound  to  pay  ought  to 
be  certain  and  not  arbitrary.  The  time  of  payment,  the  manner 
of  payment,  the  quantity  to  be  paid  ought  all  to  be  clear  and 
plain  to  the  contributor  and  to  every  other  person.  AMiere  it 
is  otherwise,  every  person  subject  to  the  tax  is  put  more  or 
less  under  the  power  of  the  tax-gatherer,  who  can  either 
aggravate  the  tax  upon  any  obnoxious  contributor,  or  extort, 
by  the  terror  of  such  aggravation,  some  present  or  perquisite 
for  hunself.  The  uncertainty  of  taxation  encourages  the 
insolence  and  favours  the  corruption  of  a  body  of  men  who 
are  naturally  unpopular,  even  when  they  are  neither  insolent 
nor  corrupt.  The  uncertainty  of  what  each  individual  ought 
to  pay  is  in  taxation  a  matter  of  so  great  importance,  that  a 
very  considerable  degree  of  inequality,  as  appears,  I  believe, 
from  the  experience  of  all  nations,  is  not  near  so  great  an  evil 
as  a  very  small  degree  of  uncertainty." 

3.  "  Every  tax  ought  to  be  levied  at  the  time,  or  in  the 
manner,  in  which  it  is  most  likely  to  be  convenient  for  the 
contributor  to  pay  it.  A  tax  upon  the  rent  of  land  or  of  houses, 
payable  at  the  same  term  at  which  such  rents  are  usually  paid, 
is  levied  at  the  time  when  it  is  most  likely  to  be  convenient 
for  the  contriljutor  to  pay ;  or  when  he  is  most  likely  to  have 
wherewithal  to  pay.  Taxes  upon  such  consumable  goods  as 
are  articles  of  luxury  are  finally  paid  by  the  consumer,  and 
generally  in  a  manner  that  is  very  convenient  to  him.     He 
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pays  them  little  by  little  as  he  has  occasion  to  buy  the  goods. 
As  he  is  at  liberty,  too,  either  to  buy  or  not  to  buy,  as  he 
pleases,  it  must  be  his  own  fault  if  he  ever  suffers  any  con- 
siderable inconvenience  from  such  taxes." 

4.  "  Every  tax  ought  to  be  so  contrived  as  both  to  take  out 
and  to  keep  out  of  the  pockets  of  the  people  as  little  as 
possible  over  and  above  what  it  brings  into  the  public  treasury 
of  the  State.  A  tax  may  either  take  out  or  keep  out  of  the 
pockets  of  the  people  a  great  deal  more  than  it  brings  into  the 
public  treasury  in  four  ways : — 

(i.)  "  The  levying  of  it  may  require  a  great  number  of  officers, 
whose  salaries  may  eat  up  the  greater  part  of  the  produce, 
and  whose  perquisites  may  impose  another  additional  tax 
upon  the  people. 

(ii.)  "  It  may  divert  a  portion  of  the  labour  and  capital  of  the 
community  from  a  more  to  a  less  productive  employment. 

(iii.)  "  By  the  forfeitures  and  other  penalties  which  those 
unfortunate  individuals  incur  who  attempt  unsuccessfully  to 
evade  the  tax,  it  may  frequently  ruin  them,  and  therefore 
put  an  end  to  the  benefit  which  the  community  might  have 
derived  from  the  employments  of  their  capitals.  An  in- 
judicious tax  offers  a  great  temptation  to  smuggling. 

(iv.)  "  By  sul)jecting  the  people  to  the  frequent  and  odious 
examination  of  the  tax-gatherers,  it  may  expose  them  to  much 
unnecessary  trouble,  vexation,  and  oppression." 

The  restrictions  intended  to  prevent  the  evasion  of  a  tax 
often  impose  insuperable  obstacles  in  the  way  of  making  im- 
provements in  the  process  of  manufacture. 

We  have  now  to  consider  what  is  meant  by  "  equality  of 
taxation."  Adam  Smith  gives  two  equivalent  expressions 
to  explain  this,  but  "  contributing  to  a  Government  in  propor- 
tion to  a  person's  ability  to  pay "  is  not  the  same  thmg  as 
"  contributing  in  proportion  to  the  revenue  which  he  enjoys 
under  the  protection  of  the  State."  Two  men  may  have  the 
same  money  income,  and  yet  one  have  much  less  ability  to  pay 
than  the  other  on  account  of  the  claims  of  a  large  family  on 
his  purse.  For  the  same  reason,  it  cannot  be  maintained  that 
the  protection  of  life  should  be  requited  by  a  poll-tax  paid  by 
each  person  of  the  community,  and  thnt  protection  to  property 
should  be  paid  for  in  proportion  to  property.     Large  incomes 
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do  not  always  require  proportionally  more  protection  than 
small,  and  the  above  principle  neglects  the  fact  that  an  income 
of  a  certain  amount  may  have  claims  upon  it  which  reduce  its 
"  ability  to  pay "  nuicli  below  that  of  an  income  of  equal 
nominal  amount  without  incumbrances. 

If  the  protection  of  GTOvernment  had  to  be  paid  for  by  a 
tax  in  proportion  to  the  benefit  derived  from  it,  in  order  to 
find  out  who  profit  most  by  this  protection,  it  would  have  to 
be  considered  who  would  suffer  most  if  it  were  withdrawn ;  we 
should  find  these  to  be  children  and  lunatics.  To  such 
persons  the  protection  of  Government  is  most  indispensable, 
and  according  to  this  theory  they  should  bear  the  greater  part 
of  its  cost.  The  untenability  of  this  theory  may  thus  be 
regarded  as  proved. 

Equality  of  taxation  Mill  explauis  to  mean  the  demand  of 
equal  sacrifices  from  all,  and  he  inquires  whether  this  is 
really  done  if  all  incomes  are  taxed  at  the  same  percentage. 
The  smaller  the  income  the  more  heavily  any  deduction  from 
it  by  taxation  presses  upon  its  possessor,  whilst  the  same  pro- 
portion taken  from  a  larger  income  would  be  hardly  felt. 
This  is  an  argument  for  a  graduated  income  tax,  which  taxes 
incomes  over  a  certain  amount  at  an  higher  percentage  than 
those  below  it.  A  graduated  income  tax  lessens  the  in- 
equalities of  wealth ;  on  this  account,  some  politicians  have 
supported  it.  Mill  disapproves  of  such  a  tax,  which  he 
regards  as  a  tax  upon  the  industry  and  economy  which  have 
enabled  these  larger  fortunes  to  be  accumulated.  All  large 
fortunes,  however,  that  are  bequeathed  by  former  possessors 
should  be  taxed  to  the  full  amount  that  would  not  encourage 
evasion,  and  mheritance,  in  the  case  of  collaterals,  should 
cease,  the  property  of  all  persons  dying  without  direct  heirs 
escheating  to  the  State.  The  graduated  death  duties  intro- 
duced by  Sir  William  Harcourt's  Budget  in  1894  are  in 
accordance  with  Mill's  views  on  this  subject. 

In  order  to  avoid  trenching  upon  a  man's  ability  to  provide 
himself  with  the  necessities  of  life,  the  minimum  income 
necessary  for  this  purpose  should  be  exempted  from  taxation. 
This  is  done  by  the  English  income  tax,  which  exempts  from 
taxation  all  incomes  under  £160,  and  only  levies  the  tax  on 
incomes  up  to  £400  on  the  surplus  over  £160. 
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If  the  income  tax  be  permanent,  there  is  no  reason,  arith- 
metically speaking,  why  the  holder  of  a  temporary  income, 
such  as  a  salary  or  professional  emoluments,  should  pay  less 
to  the  income  tax  than  the  possessor  of  a  permanent  income 
from  land  or  the  funds.  Liability  to  the  tax  ceases  with  the 
income,  whereas  the  holder  of  a  perpetual  income  remains 
liable  in  perpetuity. 

Mill  bases  the  claim  of  the  possessor  of  the  temporary 
income  to  a  lower  rate  of  assessment,  not  on  his  having 
smaller  means,  but  on  his  having  "  greater  necessities."  He 
would  allow  the  possessors  of  temporary  incomes  to  be 
released  from  assessment  to  income  tax  as  regards  all  their 
savings,  as  otherwise  a  man  who  saves  pays  income  tax  twice 
over,  first  on  his  income,  and  again  on  the  interest  he  receives 
from  his  savings  from  his  income.  This  principle  is  followed 
in  allowing  payments  for  premiums  to  insurances  to  be  re- 
leased from  assessment  to  income  tax.  In  the  absence  of  any 
trustworthy  information  as  to  what  a  man  really  saves,  the 
possessor  of  a  temporary  income  should  be  entitled  to  deduct 
one-fourth  of  his  income  from  the  total  before  assessment  to 
the  tax,  it  being  assumed  that  one-fourth  is  the  amount  on 
the  average  saved  as  a  provision  for  heirs  and  for  old  age. 

In  the  case  of  business  incomes,  part  is  interest  on  capital 
invested  in  the  business  and  perpetual,  and  part  is  the  re- 
muneration for  superintendence  depending  on  the  life  of  the 
individual.  Therefore,  if  life  incomes  are  assessed  at  only 
three-fourths  of  their  total  amounts,  business  incomes  should 
likewise  be  so  assessed,  and  should  pay  on  that  assessment  a 
lower  rate ;  or  the  possessors  of  business  incomes  may  be 
allowed  to  deduct  one-fourth  of  the  entire  amount,  interest  of 
capital  included. 

Fawcett  is  in  favour  of  an  uniform  income  tax.  He  points 
out  that,  if  uniform,  it  can  be  easily  and  cheaply  collected, 
but  endless  complications  would  result  if  it  is  attempted  to 
adjust  it  on  the  plan  of  capitalismg  temporary  incomes. 
The  principle  of  equality  of  taxation  can  be  best  maintained 
by  contemplatiug  the  revenue  as  a  whole,  and  placing  those, 
on  whom  a  certain  tax  presses  most  heavily,  in  a  more  favour- 
able position  as  regards  other  taxation,  rather  than  by  any 
attempt  to    adjust   the   tax   by  complicated    arrangements 
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Thus  the  tea  consumed  by  the  working  classes  is  taxed  more 
heavily  in  proportion  than  the  dearer  kinds  of  tea.  There 
are  ditlicultios  in  the  way  of  making  the  tea  tax  ad  vcdorcm, 
but  instead  of  doing  tliis,  it  is  better  to  exempt  the  workmg 
classes  from  the  income  tax. 


CHArTEE  III. 

DIRECT    TAXATION. 

A  DIRECT  tax  is  paid  by  the  person  on  whom  it  is  levied,  an 
indirect  tax  is  levied  from  the  manufacturer  or  importer,  w'ith 
the  intention  that  he  should  recoup  himself  the  amount  of  the 
tax  he  has  advanced  to  Government  by  raising  the  price  of 
the  commodity  to  the  consumer.  Direct  taxes  are  either  on 
income  or  in  expenditure  (only  in  the  case  of  the  house, 
horse,  carriage,  and  servant  taxes). 

The  incidence  of  the  income  tax  differs  according  as  the 
income  is  in  the  form  of  rent,  profits,  or  wages.  If  an  income 
tax  be  levied  on  rent,  it  is  paid  by  the  landlord.  This  is  proved 
by  the  fact  that  if  the  rates  on  landed  property,  though 
nominally  paid  by  the  tenant,  were  not  le\ded,  the  landlord 
could  exact  so  much  additional  rent.  The  land  tax  is  a  rent 
charge  reserved  from  the  beginning  by  the  State ;  the  amount 
of  the  land  tax  has  never  belonged  to  the  landlords,  and  its 
existence  cannot  be  held  to  exempt  the  landlords  from  bearing 
their  fair  share  of  other  taxation. 

Mill  is  a  champion  of  the  unearned  increment  theory  that 
the  State  can  justly  levy  an  additional  tax  upon  that  portion 
of  the  wealth  of  landlords  which  has  accrued  to  them  without 
any  exertions  of  their  own,  by  their  chancing  to  possess  land 
which  has  been  built  over,  or  on  account  of  the  growth  of 
great  towns  near  their  estates.  To  do  this  fairly,  the  landlords 
should  be  offered  the  present  market  value  of  their  lands, 
and  then  the  State  might  declare  that,  after  a  certain  period, 
all  the  addition  to  rent  that  had  not  been  brought  about  by 
the  exertion  of  the  landlords  should  be  specially  taxed. 

The  principle  of  Betterment  declares  that  if  a  man's  property 
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is  improved  by  any  local  improvement,  such  as  the  opening  of 
a  new  street,  he  ought  to  bear  a  larger  proportional  share  of  the 
cost  than  those  whose  property  is  unaffected.  If  this  principle 
be  admitted,  it  entails  the  necessity  of  compensation  if  a 
man's  property  suffers  any  special  damage. 

A  tax  on  the  profits  of  any  particular  trade  increases  the 
cost  of  production,  and  raises  prices  at  the  expense  of  the 
consumer.  A  general  tax  on  profits  does  not  admit  of  com- 
pensation in  this  way,  and  falls  upon  the  capitalist.  A  tax 
on  profits  anticipates  the  effect  of  the  accumulation  of  capital 
in  reducing  profits,  so  that  a  country  will  possess  at  any  given 
period  a  smaller  capital  and  aggregate  production,  and  will 
attain  the  stationary  state  earlier  and  with  a  smaller  sum  of 
national  wealth  than  it  otherwise  would.  If  the  rate  of  profit 
were  already  at  the  practical  minimum,  when  all  the  increase 
of  capital  which  reduces  profits  is  carried  off  by  exportation 
or  speculation,  and  if  then  profits  were  reduced  still  low^er  by 
a  tax  on  profits,  a  portion  of  the  existing  capital  would  be 
carried  off  by  these  causes,  and  the  labourers  would  suffer  by 
the  diminution  of  the  funds  spent  in  employmg  them. 

A  tax  on  wages  is  temporarily  borne  by  the  labourers 
themselves,  but  it  will  probably  check  the  increase  of  the 
labouring  population,  and  then  wages  will  rise  again  and  the 
expense  of  the  tax  will  fall  on  the  employer.  In  new  colonies, 
or  in  countries  like  the  United  States,  where  wages  are  kept 
wp  by  the  increase  of  capital,  and  do  not  depend  upon  the 
ratio  of  the  number  of  the  labourers  to  the  amount  spent  in 
wages,  a  tax  upon  wages  would  probably  not  check  the 
multiplication  of  the  labouring  class,  and  then  must  be  borne 
by  the  labourers  themselves. 

The  objection  to  the  income  tax  is,  that  it  can  be  accurately 
assessed  on  all  whose  income  is  known,  and  is  deducted  before 
payment  of  the  income  is  made  in  the  case  of  fund-holders  and 
government  officials.  Farmers  are  assessed  to  the  income  tax 
on  an  income  reckoned  at  half  their  rent.  The  income  of 
business  men,  on  the  other  hand,  cannot  be  accurately  known, 
and  there  is  reason  to  believe  that  they  escape  their  fair  share 
of  the  tax  by  returning  their  incomes  under  the  real  amount. 
To  this  extent,  therefore,  the  tax  is  unjust  to  fund-holders 
and  government  officials. 
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The  house  tnx  is  genorally  levied  for  the  purposes  for  which 
the  local  taxation  rates  are  provided.  It  consists  of  two 
portions,  a  ground  rent  and  a  building  rent ;  the  ground  rent 
varies  from  an  amount  equal  to  the  rent  of  the  ground,  if  used 
for  agricultural  purposes,  to  the  monopoly  rents  paid  for  ad- 
vantageous situations  in  crowded  streets.  The  building  rent 
consists  of  the  ordinary  profit  on  the  builder's  capital,  and  an 
annual  amount  suthcient,  at  the  ordinary  rate  of  interest,  to 
repair  the  house  and  to  replace  the  original  capital  by  the 
time  the  house  has  decayed  or  the  building  lease  has  expired. 

A  tax  upon  building  rent  must  fall  upon  the  occupier,  as 
otherwise  the  builder  will  not  get  the  ordinary  rate  of  profit 
for  his  capital,  and  houses  will  not  be  built.  For  some  time 
the  tax  will  be  borne  by  the  houseow^ner,  as  people  will  not 
pay  their  former  rent  with  the  tax  in  addition,  and  houses 
will  be  in  excess  of  the  demand.  The  supply  of  houses  will 
thus  be  diminished,  and  as  population  increases  a  greater 
supply  will  be  required  and  rents  will  rise,  till  it  again 
becomes  profitable  to  build  houses,  but  this  will  not  be  done 
till  the  tax  becomes  payable  by  the  occupier. 

In  the  case  of  ground  rents,  when  the  supply  of  land  on 
which  houses  can  be  built  is  unlimited,  a  tax  on  ground  rents 
will  fall  upon  the  occupier.  The  value  of  land  for  house 
building  in  this  case  is  regulated  by  supply  and  demand,  and 
the  supply  of  land  is  unaffected  by  the  tax.  The  ground 
landlord  cannot  raise  the  ground  rent  if  the  tax  is  remitted, 
as  the  supply  of  land  for  building  purposes  being  unlimited, 
the  occupier  may  remove  elsewhere.  The  occupier  alone 
would  profit  by  the  remission  of  the  tax,  therefore  its  inci- 
dence is  on  him. 

We  will  now  consider  the  effect  of  a  tax  being  laid  upon 
ground  rents  in  exceptionally  valuable  sites  possessing  a 
monopoly  value.  The  value  of  land  for  house  building  ranges 
from  its  mere  value  as  agricultural  land  up  to  a  monopoly 
value,  due  to  the  fact  that  the^  supply  of  valuable  sites  in 
crowded  streets  is  limited.  The  demand  for  land  valuable  for 
its  situation  depends  upon  the  amount  of  profit  which  it  is 
anticipated  may  be  realised  from  the  site,  and  is  not  affected 
by  the  tax  on  ground  rents.  This  tax  will  not  increase  the 
cost  of  erecting  the  house,  but,  if  it  is  remitted,  the  owner  of 


INDIRECT   TAXATION.  161 

the  ground  will  be  able  to  ask  a  larger  rent.  As  the  supply 
of  sites  is  limited,  those  who  wish  to  gain  the  advantage  of 
building  houses  on  the  ground  will  be  obliged  to  pay  the 
additional  rent.  As  the  owner  of  the  ground  would  thus 
profit  by  the  remission  of  the  tax,  it  follows  that  he  practi- 
cally pays  it  when  it  is  imposed. 

A  tax  of  a  certain  percentage  of  the  gross  rent  falls  upon 
ground  rent  and  building  rent  alike,  and  will  be  paid  partly 
by  the  ground  landlord  and  partly  by  the  occupier,  as  pointed 
out  above. 

Mill  considers  a  tax  on  houses,  if  paid  by  the  occupier,  and 
if  justly  proportioned  to  the  value  of  the  house,  the  fairest  of 
all  taxes,  as  the  character  of  the  house  a  man  lives  in  is  the 
best  criterion  of  his  means,  and  bears  a  close  proportion  to 
them. 

The  incidence  of  the  horse,  carriage,  and  servant  tax  is  upon 
the  person  who  uses  them. 


CHAPTER  IV. 

INDIRECT   TAXATION. 

Indirect  taxes  are  paid  by  the  manufacturer,  or  importer,  of 
the  commodity  to  the  Government,  but  he  is  repaid  the  sum  he 
advances  by  raising  the  price  to  the  consumer.  The  advantage 
of  this  sort  of  taxation  is,  that  it  is  paid  by  the  consumer, 
little  by  little,  at  the  time  most  likely  to  be  convenient 
to  him  when  he  buys  the  taxed  goods ;  the  disadvantage  is, 
that  it  often  raises  the  price  of  the  commodity  to  the  consumer 
more  than  in  proportion  to  the  tax  imposed.  The  interference 
of  Government  revenue  officers  in  the  processes  of  production, 
to  prevent  evasion  of  the  tax,  often  causes  unnecessary  ex- 
pense to  producers.  Indirect  taxation  is  expensive  to  collect 
unless  confined  to  a  few  articles  of  general  consumption. 

Taxes  on  corn  or  other  necessaries  either  lower  the  con- 
dition of  the  labourers,  or,  if  the  standard  of  comfort  of  the 
labourers  is   not   lowered,  and   they   diminish   their  rate  of 
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multiplication,  wages  will  rise  enough  to  compensate  labourers 
for  the  tax  at  the  expense  of  profits.  If  the  tax  is  a  fixed 
proportion  of  the  produce,  like  a  tithe,  it  lowers  corn  rents,  as 
it  takes  more  corn  from  the  more  fertile  lands  than  from  the 
more  barren,  and  so  diminishes  the  difference  between  the 
best  land  and  land  at  the  margm  of  cultivation. 

Eent  estimated  in  money  will  not  be  lowered,  as  the  corn, 
with  the  tithe  deducted,  will  sell  for  as  much  as  the  whole 
quantity  sold  for  before  the  tithe  was  imposed. 

If  the  tax  is  of  long  standing,  it  will  check  the  accumulation 
of  capital,  but  will  produce  a  similar  effect  to  it  in  increasing 
the  value  and  price  of  food  and  lowering  profits. 

If  the  tithe  reduces  profit  to  the  practical  minimum,  it  will 
put  a  stop  to  further  saving,  or  cause  the  capital  saved  to  be 
invested  abroad,  and  the  consumer  will  have  somewhat  earher 
to  pay  the  higher  price  which  would  be  naturally  brought  about 
by  the  increase  of  wealth  and  population.  The  minimum  of 
profits  will  thus  be  reached  with  a  smaller  capital  and  popu- 
lation and  a  lower  rental  than  if  the  tax  had  not  been  imposed. 
Mr  Senior  compares  the  effect  of  a  tithe  to  that  of  natural 
barrenness  of  land.  If  this  barrenness  were  to  come  sud- 
denly on  the  land,  it  might  produce  the  effect  of  a  tithe, 
but  if  it  had  existed  from  the  beginning,  population  would 
not  have  increased  as  rapidly,  and  therefore  there  would 
have  been  no  necessity  for  the  price  of  corn  to  have  risen. 
If  England  never  had  any  tax  imposed  upon  agricultm-al 
produce,  the  price  of  corn  would  probably  have  been  by  this 
time  as  high,  owing  to  the  increase  of  wealth  and  population, 
and  the  rate  of  profits  as  low,  owing  to  the  accumulation  of 
capital.  Before  the  Commutation  of  Tithes  Act,  tithe  had  thus 
ceased  to  be  a  cause  of  high  prices  or  low  profits,  but  had 
become  a  mere  deduction  from  rent,  as  it  deprived  the  landlord 
of  the  rise  of  rent  which  he  would  otherwise  have  obtained 
from  the  increase  of  population.  The  effect  of  the  Commuta- 
tion Act  is  that  tithe  is  only  levied  upon  such  land  as  pays 
rent,  and  does  not  touch  such  land  as  has  been  freshly  brought 
under  cultivation.  Therefore  the  tithe  is  not  included  in  the 
cost  of  production  of  the  produce  of  the  land  at  the  margin  of 
cultivation,  which  can  send  its  produce  to  market  one-tenth 
more  cheaply  than  when  the  tithe  was  imposed.     The  Com- 
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mutation  Act  has  had,  therefore,  its  share  in  bringing  about 
a  fall  in  the  price  of  corn,  the  tithe  has  become  a  rent  charge 
which  is  borne  by  the  landlord,  and  the  increased  cheapness 
to  the  consumer  is  at  his  expense.  The  Act  was  in  another 
way  a  direct  benefit  to  the  landlords,  because  the  gross  10th 
of  the  annual  produce  of  titheable  land  was,  on  an  average  of 
the  years  from  1829  to  1835,  £6,756,105.  It  was  commuted 
for  only  £4,053,666,  so  the  landholders  gained  about  40  per 
cent. 

Discriminating  taxes  are  imposed  on  some  particular  process 
of  producing  a  commodity.  Mill  gives  the  instance  of  tax  on 
beetroot  sugar,  which  makes  it  dearer  instead  of  cheaper  than 
cane  sugar.  Beetroot  sugar  is  therefore  substituted  for  cane 
sugar,  and  Government  gains  no  revenue  from  the  tax,  but 
the  consumers  have  to  pay  a  higher  price  for  the  beetroot, 
which  goes  to  compensate  the  producers  for  the  misapplication 
of  so  much  labour. 

Customs  duties  on  the  produce  of  land,  unless  balanced  by 
excise  duties  of  a  similar  amount  on  home  produce,  are 
unjustifiable. 

If  a  country  consumes  twenty  million  quarters  of  home- 
grown wheat,  and  imports  one  million,  and  a  tax  be  laid  upon 
this  imported  one  million  quarters,  it  will  raise  the  price  not 
only  of  the  imported  wheat  but  of  all  the  wheat  consumed  in 
the  country.  The  tax  on  imported  wheat  will  go  to  the  Govern- 
ment, but  the  rise  in  price  of  the  home-grown  wheat  is  so 
much  additional  profit  to  the  landlords  in  the  shape  of  rent. 
If  the  tax  stops  the  importation  of  wheat  and  causes  all  the 
wheat  required  in  the  country  to  be  grown  at  home,  the  extra 
million  quarters  grown  at  home  will  require  a  rise  in  price  to 
compensate  for  bringing  inferior  lands  into  cultivation.  The 
rise  in  price  on  the  extra  million  quarters  goes  to  compensate 
the  growers,  but  the  rise  in  price  on  the  rest  of  the  wheat 
goes  as  rent  to  the  landlords.  In  this  case,  the  Government 
gets  no  revenue,  but  the  consumers  suffer  in  proportion  to  the 
rise  in  price  of  the  whole  supply.  Corn  laws  anticipate  the 
rise  in  price  and  of  rent  which  wovild  have  been  brought 
about  naturally  by  the  increase  of  population  and  production. 

The  difference  between  a  country  without  corn  laws  and  a 
country  which  has  long  had  them,  is  not  that  the  latter  has  a 
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higher  price  or  a  larger  rental,  but  that  it  has  the  same  price 
and  the  same  rental  with  a  smaller  aggregate  capital  and  a 
smaller  population.  The  repeal  of  the  corn  laws  lowers 
rents,  but  it  allows  the  natural  increase  of  capital  and  popula- 
tion to  have  increased  eilect  in  restoring  them  to  their  former 
level. 


CHAPTEE  V. 

MISCELLANEOUS   TAXES. 

A  TAX  on  all  purchases  and  sales  is  a  tax  on  commodities, 
and,  if  general,  does  not  affect  prices ;  if  levied  from  the  sellers, 
it  is  a  tax  on  profits,  if  from  the  buyers,  it  is  a  tax  on  con- 
sumption. A  tax  on  one  particular  method  of  sale,  such  as 
on  sale  by  auction,  checks  sale  by  this  method,  and  it  will  only 
be  resorted  to  in  case  of  necessity.  If  the  seller  is  obliged  to 
sell,  but  the  buyer  not  obliged  to  buy,  in  the  case  of  a  tax  on 
sales  by  auction,  the  seller  will  have  to  be  content  with  what 
price  he  can  get,  and  he  will  therefore  pay  the  tax. 

Taxes  on  contracts  are  generally  imposed  by  means  of  stamps, 
and  the  Government  refuse  to  enforce  the  contracts  unless 
they  are  executed  on  stamped  paper.  Taxes  on  contracts  for 
the  sale  and  purchase  of  landed  property  are  especially  to  be 
deprecated,  as  they  are  obstacles  to  the  free  transfer  of  land. 
Stamp  duties  on  leases  and  on  insurances  are  economically 
indefensible,  as  putting  obstacles  in  the  way  of  transactions 
which  should  be  encouraged. 

A  tax  on  newspapers  obstructs  the  diffusion  of  knowledge, 
and  a  tax  upon  advertisements  prevents  business  men  from 
having  recourse  to  this  method  of  selling  their  goods.  They 
are  therefore  both  objectionable.  Law  taxes,  or  the  exaction 
of  fees  to  the  revenue  for  the  various  operations  required  in  a 
resort  to  the  law-courts,  are  a  tax  on  redress,  and  therefore  an 
incitement  to  injury.  Fees  of  court  to  pay  the  expenses  of 
the  law-courts  cannot  be  defended  by  saying  that  those  who 
profit  by  the  administration  of  justice  should  bear  the  expenses 
of  it.  The  law  does  not  properly  defend  people  if  they  have 
to  resort  to  the  law-courts  for  justice. 
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Mill  suggests  the  following  rules  for  the  taxation  of  com- 
modities : — 

1.  Those  luxuries  should  be  taxed  highest  which  are  used 
from  motives  of  vanity,  such  as  the  most  expensive  dresses  and 
ornaments. 

2.  The  tax  should  be  levied  as  far  as  possible  on  the  con- 
sumer and  not  on  the  producer,  to  avoid  raising  the  price  more 
than  in  proportion  to  the  tax  if  it  is  levied  on  the  latter, 

3.  Taxes  on  luxuries  of  general  consumption,  such  as  tea, 
coffee,  sugar,  tobacco,  beer,  and  spirits,  should  be  arranged  so 
that  the  poor  may  not  bear  more  than  their  proper  share.  They 
should  be  therefore  ad  valorem,  that  is,  the  tax  on  the  more 
expensive  kinds  of  these  commodities  used  by  the  rich  should 
be  increased  in  proportion  to  the  value. 

4.  To  diminish  expense  of  collection,  taxation  should  be 
concentrated  on  a  few  articles. 

5.  Stimulants  should  pay  the  heaviest  tax  of  all  luxuries  of 
general  consumption,  since  there  is  most  danger  of  their  being 
used  in  excess,  and  therefore  it  is  most  desu'able  to  put  a 
check  to  their  consumption. 

6.  Taxation  should  be  as  far  as  possible  levied  on  imported 
articles,  but  it  must  be  levied  on  articles  which  will  not  be 
produced  in  the  country  itself.  If  not,  a  correspondmg  excise 
duty  must  be  levied  on  the  commodity  when  produced  at 
home,  or  if  an  excise  duty  is  not  levied,  the  production  of  the 
article  at  home  must  be  forbidden,  as  the  production  of 
tobacco  is  forbidden  in  England. 

7.  Taxation  must  never  be  so  high  as  to  encourage  evasion 
or  smuggling. 

8.  Fawcett  adds  that  taxation  should  be  levied  on  the 
finished  article  rather  than  the  raw  material.  The  reason  of 
this  is  that  the  manufacturer  advances  the  tax  to  Govern- 
ment, and  therefore  requires  more  capital ;  he  will  expect  to 
be  recouped  this  additional  capital  with  the  ordinary  trade 
profit  on  it,  and  so  the  price  must  rise  more  than  it  would 
otherwise  have  done  if  no  advance  of  the  tax  was  necessary, 
and  the  tax  was  levied  on  the  finished  article. 
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CHAPTER  VI. 

GOVERNMENT  INTERFERENCE   FROM   MISTAKEN   THEORIES. 

Usury  laws  were  passed  for  two  motives  : — 

1.  The  protection  of  the  borrower  against  the  lender. 

2.  A  general  opinion  that  it  is  for  the  public  good  that 
interest  should  be  low. 

The  effect  of  usury  laws  is  to  make  the  rate  of  interest 
higher  to  the  borrower,  as  the  man  who  lends  him  money 
requires  an  insurance  against  the  risk  of  penalties  for  breach 
of  the  law,  and  the  danger  of  not  being  repaid  his  debt,  and  so 
demands  an  exorbitant  rate  of  interest.  The  other  alternative 
is  that  the  lender  will  refuse  to  lend  at  all,  and  so  necessitous 
persons  are  deprived  of  the  accommodation  they  require. 

If  Government  attempt  to  fix  the  price  of  food  it  must  im- 
pose penalties  on  the  producer  to  make  him  sell  food  at  the  re- 
quired price,  or  grant  him  a  bounty,  at  the  expense  of  the  general 
revenue,  to  enable  him  to  do  so.  Government  attempted  to 
do  this  by  the  Act  of  5  and  6  E.  vi.,  cap.  12,  against  forestallers, 
engrossers,  and  regraters.  Forestallers  were  those  who  bought 
grain  on  its  way  to  market,  with  a  view  of  selling  it  agam  at 
a  higher  price.  Engrossers  were  those  who  attempted  to 
control  the  market  by  purchasing  all  that  was  offered  for 
sale  with  a  similar  view.  Eegraters  were  those  w^ho  resold 
at  a  higher  price  goods  preAiously  purchased  in  the  same 
market.  This  Act  was  repealed  by  12  G.  iii.,  cap.  71.  In  the 
time  of  scarcity,  the  effect  of  a  rise  in  price  is  to  reduce  con- 
sumption ;  if  Government  will  not  allow^  this,  all  it  can  do  is 
to  counsel  the  rich  to  moderate  their  consumption.  If  the 
rich  consume  as  much  as  in  times  of  plenty,  it  is  no  good  giving 
money  to  the  poor  to  buy  food,  as  their  expenditure  will  only 
force  up  the  price  the  more,  to  the  benefit  of  the  corn  dealers. 

'WTien  Government  lays  a  tax  on  an  imx^orted  commodity, 
and  so  gives  the  home  producer  a  monopoly,  the  dearness  which 
results  is  a  tax  levied  on  the  consumer  in  the  interests  of  the 
home  producer.    Thus  French  silks  and  ribbons  are  more  liked 
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in  England  than  those  of  Coventry  and  Macclesfield,  owing  to 
the  better  taste  of  their  colours  and  designs  ;  if  they  were  kept 
out  of  the  English  market  by  a  protective  duty,  the  English 
consumer  would  have  to  put  up  with  the  inferior  article  pro- 
duced at  home. 

This  monopoly  produces  inefficiency  in  business ;  producers 
follow  the  accustomed  routine  instead  of  mtroducing  improve- 
ments in  business.  This  inefficiency  prevents  anything  being 
done  to  lower  the  price  of  the  commodity,  and  so  is  an 
additional  burden  on  the  consumer. 

The  condemnation  of  monopolies  does  not  extend  to  patents 
or  the  gift  to  inventors  of  the  exclusive  right  of  using  their 
improvements  as  a  reward  for  their  invention. 

Laws  against  combinations  of  workmen  for  raising  wages  are 
unjustifiable.  These  combinations  enable  workmen  to  sell  their 
labour  to  the  best  advantage,  and  to  inform  each  other  of  the 
state  of  the  trade ;  they  thus  prevent  strikes  when  trade 
is  bad,  and  when  it  is  therefore  impossible  to  raise  wages  by 
this  means.  These  combinations  must  be  voluntary,  and  any 
compulsion  put  upon  workmen  to  join  them  should  be  severely 
punished.  They  are,  however,  harmful  if  they  try  to  do  away 
with  piecework  or  to  prevent  a  workman  from  earning  more 
than  a  certain  sum  per  week,  or  to  prevent  workmen  being 
paid  a  higher  rate  of  wages  in  proportion  to  their  skill. 

It  is  prejudicial  to  industrial  development  if  the  Govern- 
ment attempt  to  enforce  conformity  to  the  established  religion, 
or  to  ensure  that  no  views  in  politics,  morals,  or  law  should  be 
professed  by  the  people  except  what  it  approves.  This  is 
proved  by  the  industrial  decadence  of  Spain  and  Portugal  for 
two  hundred  years  after  the  Eeformation. 

Protection  is  an  attempt  to  make  industrial  correspond  to 
political  entities,  that  nations  may  be  self-supporting,  not 
dependent  on  outside  sources  for  any  portion  of  their  supplies. 

In  Protectionist  countries,  such  as  Victoria,  Canada,  and  the 
United  States,  the  rights  of  consumers  are  neglected,  as  the 
general  wellbeing  of  the  community  is  believed  to  be  promoted 
by  a  protective  tariff. 

Fawcett  believes  Protection  to  have  sprung  up  in  Victoria 
because  the  workmen  who  had  emigrated  to  the  gold-fields 
gave  them  up  when  they  became  less  productive  than  formerly, 
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and  wished  tliat  the  trades  at  which  they  had  worked  in 
England  should  be  fostered  by  Protection  in  the  colony. 

The  Corn  Laws,  in  their  extreme  form,  date  from  1815, 
when  all  importation  of  corn  was  forbidden  until  home-grown 
corn  was  at  eighty  shillings  a  quarter. 

In  1828  the  sliding  scale  method  was  introduced,  by  which 
the  duty  on  imported  corn  became  heavier  in  proportion  to 
the  cheapness  of  the  home-grown  article. 

In  1845  the  Corn  Laws  were  repealed,  and  Sir  Eobert  Peel 
extended  the  Free  Trade  fiscal  policy  of  Huskisson  in  various 
directions.  In  1848  the  !N'a\agation  Laws  imposing  a  higher 
rate  of  duties  upon  goods  imported  in  England  in  foreign 
ships  were  repealed,  and  a  policy  of  Free  Trade  is  regarded  as 
thoroughly  established  at  this  date ;  its  success  is  shown  by 
the  growth  of  English  exports  from  51  million  pounds  in  value 
in  1840  to  291  million  pounds  in  1892. 

It  is  sometimes  argued  that  Free  Trade  should  only  be 
extended  to  those  countries  which  admit  our  commodities 
duty  free ;  in  other  words,  that  Free  Trade  should  give  way  to 
Fair  Trade  or  Eeciprocity.  If  England  wished  to  impose  a 
duty  on  the  goods  imported  from  America,  the  commodities 
most  affected  would  be  raw  cotton  and  food  stuffs.  A  duty 
on  raw  cotton  would  raise  its  price,  and  hamper  the  Lanca- 
shire manufactory  in  competition  with  other  countries.  An 
import  duty  on  American  corn  would  raise  the  price  of 
English  home-grown  wheat  and  go  into  the  pocket  of  the 
landlords.  If  England  taxed  American  food  stuffs  to  punish 
America  for  not  allowing  her  to  import  the  products  of  her 
manufactories,  it  would  be  a  case  in  which  the  words  of  Sir 
Louis  Mallet  would  be  applicable  : — "  If  one  tariff  is  bad,  two 
are  worse." 

Protection  in  America  dates  from  the  Morrill  Tariff  of  1861. 

The  supporters  of  Free  Trade  believe  that  the  industrial 
prosperity  of  America  is  in  spite  of  and  not  owing  to  Protec- 
tion.    It  is  to  be  remarked  : — 

1.  That  the  internal  resources  of  America  are  so  large,  that 
the  value  of  her  imports  is  only  two  shillings  per  head  of  the 
population,  as  against  eleven  shillings  in  England. 

2.  Food  stuffs,  cotton,  and  raw  materials  make  up  80  per 
cent,  of  American  exports,  and  these  are  unaffected  by  Protec- 
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tion.  Only  one-tenth  of  the  exports  of  the  United  States  are 
articles  manufactured  in  the  country.  This  is  because  the 
American  manufacturer  expects  the  American  profit;  this 
expectation  prevents  him  from  competing  with  the  producers 
of  other  countries  in  neutral  markets. 

3.  The  high  tariff  is  an  obstacle  to  the  success  of  those 
manufactories  which  would  naturally  flourish  without  its  aid, 
and  upholds  those  which  are  a  dead  loss  to  the  nation.  Only 
one-tenth  of  the  population  is  connected  with  manufactures, 
and  in  1886  there  were  17^  million  labourers  in  the  unpro- 
tected trades  against  2^  millions  in  the  protected. 

4.  The  high  tariff  has  diminished  the  customs  revenue  by 
nearly  one-third  during  the  decade  1872-82,  from  thirty-seven 
million  pounds  in  1869  to  twenty-seven  million  pounds  in 
1879,  though  the  population  increased  one-third  during  the 
same  period.  The  United  States,  1882,  obtained  a  customs 
revenue  of  twenty-seven  million  pounds  from  a  population  of 
fifty  millions,  but  the  United  Kingdom  obtained  a  revenue  of 
twenty  million  pounds  from  a  population  of  thirty-five  millions. 
The  subsequent  increase  of  the  United  States  customs  revenue 
has  not  been  in  proportion  to  the  increase  of  population. 

5.  The  high  prices  of  American  goods,  which  are  brought 
about  by  Protection,  destroy  the  effect  of  the  tariff,  and  pay 
the  entrance  fees  for  goods  into  the  country.  Sheffield  cutlery 
and  English  steel  and  iron  compete  with  American  in  the 
Western  States,  in  spite  of  the  cost  of  carriage,  and  a  40  per 
cent,  protective  duty.  These  high  prices  act  as  a  bounty 
which  enables  English  goods  to  penetrate  into  the  American 
market. 

6.  Protection  is  maintamed  in  America  by  the  power  of  the 
vested  interests,  which  profit  by  it,  and  the  ignorance  of  their 
true  interests  which  actuates  the  masses  of  the  people,  who 
monopolise  all  political  power  in  a  country  of  manhood 
suffrage.  It  would  be  more  economically  prejudicial  than 
it  actually  is  in  the  United  States,  were  it  not  for : — 

1.  The  wealth  of  the  country's  natural  resources. 

2.  The  large  amount   of   capital  seeking  investment  in 

America. 

3.  The  complete  freedom   of  the  internal  trade  of  the 

empire  from   protective   duties.      The   comparative 
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smallncss  of  the  value  of  American  imports,  per 
head  of  the  population,  as  compared  with  that  of 
the  English  imports,  shows  that  the  country  can 
supply  its  wants  to  a  very  considerable  extent  from 
home  production. 

7.  A  duty  on  exports  is  forbidden  by  the  American  constitu- 
tion, and  the  taxing  of  imports  diminishes  the  return  wiiich 
the  country  receives  for  its  exports.  The  object  of  Protection 
is  to  secure  an  excess  of  exports  over  imports,  but,  when  this 
is  secured,  a  balance  of  payment  will  be  due  to  the  protecting 
country  in  money.  This  will  increase  the  amount  of  money 
in  the  protectmg  country  and  so  raise  prices ;  this  rise  of 
prices  will  diminish  exports  and  increase  imports,  for  the 
purpose  of  sharing  the  high  prices  in  the  protecting  country. 
It  is  probable,  therefore,  that  Protection  will  defeat  its  own 
object  of  securing  an  excess  of  exports  over  imports. 

Professor  Pawcett,  in  his  Free  Trade  and  Frotectmi,  thus 
states  the  arguments  mostly  relied  on  by  Protectionists,  and 
the  answers  of  Free  Traders  thereto  : — 

A.  That  it  is  advantageous  for  a  country  that  as  large  a 
number  of  industries  as  possible  should  be  practised  in  it,  as 
its  dependence  on  foreign  countries  is  lessened.  This  argu- 
ment is  especially  applicable  to  the  United  States,  where  the 
abundance  of  fertile  land  makes  no  mdustry  so  profitable  as 
agriculture.  Protection  diverts  a  certain  amount  of  capital 
into  the  protected  trades,  which  are,  as  it  were,  galvanised  into 
existence  by  the  Government  ensuring  that  they  should 
continue  profitable  by  artificially  raismg  theii'  price.  In  these 
trades  two  losses  are  incurred  for  one  gain.  If  a  tax  be  im- 
posed on  imported  boots,  raising  their  price  to  the  lowest 
profitable  selling  price  of  the  home  produced  article,  the  con- 
sumer pays  a  higher  price  than  he  need  for  the  boots,  and 
his  power  of  buying  other  things  is  proportionally  diminished 
by  the  necessity  of  having  to  pay  this  higher  price,  which  is  a 
loss  to  other  producers. 

Nations  will  only  trade  together  if  they  can  procure  what 
they  want  at  a  less  sacrifice  than  home  protection  requires. 
Protection  nullifies  this  advantage,  and  makes  the  consumer 
pay  an  unnecessary  high  price  for  the  commodity  produced 
at  home. 
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B.  The  Protectionists  argue  that  the  cost  of  carriage  is 
paid  by  the  exporting  country,  and  raw  produce,  being  more 
bulky  than  manufactured  goods,  is  more  expensive  to  trans- 
port than  manufactured  goods,  therefore  America  is  at  a 
disadvantage  as  compared  with  England,  and  the  balance 
should  be  redressed  by  means  of  a  protective  tax  levied  on 
English  imports.  The  part  of  the  cost  of  carriage  which  is 
borne  by  the  importing  country,  depends  upon  whether  the 
demand  for  the  imported  commodity  is  decreased  more  than 
in  proportion  to  the  cost,  or  in  proportion  to  it,  or  less  than  in 
proportion  to  it.  In  the  former  case,  the  importing  country 
will  bear  less  of  the  cost  of  carriage,  and  in  the  third  case 
more ;  in  the  second  case  the  cost  will  be  equally  shared. 
The  cost  of  carriage  is  never  entirely  paid  by  the  exportmg 
country. 

Another  reason  against  imposing  Protection  to  save  the 
cost  of  carriage  of  imports  is,  that  the  increase  of  price 
necessitated  by  home  production  under  unfavourable  circum- 
stances is  often  more  than  in  proportion  to  the  benefit  of 
saving  the  cost  of  carriage. 

C.  The  home  producer  has  to  pay  various  taxes  not  levied 
from  the  foreigner,  and  so  is  placed  at  a  disadvantage  if  not 
aided  by  Protection.  The  foreigner  has  to  pay  taxes  in  his 
own  country,  and  if  the  Protectionists  argue  that  the  burden 
of  taxation  is  heavier  in  a  country  with  protective  duties 
than  in  one  without,  the  system  of  Protection  stands  con- 
demned. If  the  home  trader  is  to  be  protected  in  proportion 
to  the  taxation  he  has  to  bear,  each  addition  to  protective 
duties  will  be  doubly  biu'densome  to  the  general  community, 
as  it  will  create  a  demand  for  fresh  protection.  No  protecting 
State  can  share  in  any  improvement  in  production  or  decrease 
in  the  cost  of  carriage  of  the  imported  commodity,  as  the  home 
producer,  in  dread  of  being  undersold,  at  once  demands  fresh 
protective  duties  on  imports. 

D.  It  is  considered  an  advantage  of  Protection  that  it 
encourages  home  trade  and  discourages  imports.  This  ignores 
the  fact  that  the  importation  of  foreign  imports  is  favourable 
to  home  production,  as  it  must  be  paid  for  by  the  exports,  and 
so  home  production  is  stimulated.  If  there  was  Free  Trade 
between  the  two  countries,  the  capital  expended,  in  American 


172  POLITICAL  ECONOMY. 

iron  would  be  invostecl  in  English  produce ;  and  if  America 
bought  goods  more  largely  from  England,  England  would  buy 
more  American  goods  in  return. 

Injuries  to  foreign  coimtries  by  protective  tariffs  decrease 
their  power  of  buying  the  exports  of  the  protecting  country. 

E.  Protectionists  assert  that  protective  import  du.ties  fall 
upon  the  foreign  producer.  They  assert  that  if  America  im- 
ported forty  million  pounds  worth  of  goods  when  the  import 
duty  was  10  per  cent.,  and  only  twenty  million  pounds  worth 
when  it  was  35  per  cent.,  the  Government  would  not  only 
obtain  a  larger  revenue  from  a  smaller  importation  of  English 
goods,  but  England,  owing  to  the  lessened  demand  for  them, 
would  have  to  offer  her  goods  at  a  cheaper  rate. 

The  tax  on  imports  raises  their  price  in  America,  and  also 
the  price  of  any  portion  of  the  supply  of  the  same  com- 
modities that  are  produced  in  America  itself.  The  rise  in 
price  of  American  imports  lessens  the  demand  for  them,  and 
so  they  fall  off  in  value,  and  English  export  merchants  suffer. 
American  exports  exceed  the  imports,  so  a  balance  of  payment 
is  due  to  her  from  the  countries  which  buy  her  exports ;  this 
will  increase  prices  and  so  discourage  exports  and  encourage 
imports.  This  rise  in  price  will  compensate  the  English 
export  merchants  for  the  tax. 

F.  As  profits  and  wages  are  not  higher  in  protected  industries 
than  in  those  not  protected,  it  cannot  be  fairly  said  that 
Protection  benefits  a  special  trade  at  the  expense  of  the  com- 
munity. If  profits  and  wages  are  not  higher  in  protected  than 
in  non-protected  trades,  it  shows  that  the  extra  price  paid  by 
the  consumer  does  not  go  to  the  capitalist  and  the  labourer, 
but  is  merely  the  equivalent  for  the  increased  cost  of  produc- 
tion. 

G.  Protection  benefits  the  working  classes  if  the  wages  of 
protected  trades  in  America  are  higher  than  those  of  the  same 
trades  in  England.  The  general  rate  of  wages  is  also  higher 
in  the  former  than  in  the  latter  country.  The  true  cause  of 
this  general  high  rate  of  wages  is  to  be  found  in  the  abundance 
of  fertile  land  in  America,  which  produces  food  for  the  people, 
and  in  the  fact  that  the  entire  amount  of  agricultural  produce 
goes  to  the  farmer  and  the  labourer,  none  being  kept  for  rent. 
Agriculture  is,  therefore,  unusually  profitable,  and  the  work- 
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men  iu  other  trades  require  unusually  high  wages  to  keep 
them  from  engaging  in  agriculture,  so  that  the  rate  of  wages 
in  agriculture  regulates  the  rate  in  all  other  trades. 

The  difference  in  wages  in  America  and  in  Europe  is 
greatest  in  agriculture,  and  in  this  America  can  compete  with 
Europe  without  protection.  The  rate  of  wages  and  the  charac- 
ter of  the  external  trade  of  a  country  are  connected  as  joint 
effects  of  the  same  cause — the  direction  in  which  the  national 
industry  happens  to  be  most  productive.  Foreign  trade  deals 
with  the  articles  in  which  the  national  industry  happens  to 
be  most  productive,  and  measured  in  these,  wages  will  be  high. 
When  wages  are  high,  measured  in  money,  they  indicate 
abundance  of  the  precious  metals  in  the  country,  or  special 
productiveness  in  those  articles  in  exchange  for  which  gold 
and  silver  can  be  procured  from  the  bullion-producing 
countries.  If  wages  are  high,  measured  in  food  or  clothing, 
they  indicate  high  productiveness  in  these  industries. 

H.  Protection  would  be  unjust  if  only  one  industry  were 
protected,  because  the  general  public  could  in  that  case  obtain 
no  compensation  for  the  increased  price  they  would  have  to 
pay  for  the  protected  commodity.  If  Protection  were  uniform, 
the  mjustice  would  be  removed.  Universal  Protection,  that 
everybody  as  producer  should  receive  high  prices  to  compen- 
sate for  the  high  prices  they  had  to  pay  as  consumer,  is 
impossible  and  useless,  as  only  those  trades  which  labour 
under  any  inferiority  require  protection.  It  would  cause  a 
general  rise  of  prices,  and  would  be  equivalent  to  a  deprecia- 
tion of  money. 

All  industries  cannot  be  protected,  e.g.,  no  wheat  is  imported 
into  America  or  wine  into  France,  and  these  trades  have  to 
pay  the  high  prices  caused  by  protection  without  any  com- 
pensation. Professional  men  are  another  class  who  cannot  be 
protected,  and  yet  they  suffer  under  the  high  prices  caused  by 
Protection. 

The  State  is  not  qualified  to  decide  upon  the  amount  of 
protection  to  be  assigned  to  various  trades,  and  there  is  a 
tendency  on  the  part  of  traders  to  exert  political  pressure 
upon  the  Government  to  obtain  it. 

I.  Protection  is  temporarily  advantageous,  as  various  in- 
dustries  cannot    be   started    without  it,   especially   in   new 


174  rOLITICAL  ECONOMY. 

colonies,  though  they  may  ulliniatcly  prosper  independently 
of  its  aid. 

Workmen  in  a  protected  industry,  who  are  learning  their 
trade,  cannot  produce  commodities  except  on  a  most  limited 
scale,  and  therefore  they  cannot  be  much  benefited  by  the 
price  being  raised.  Protection,  ^Yhen  once  granted,  is  never 
willingly  surrendered. 

The  object  of  the  Bounty  System  was  to  aid  native  industry 
by  enabling  it  to  undersell  the  foreign  producers  in  their  own 
markets.  In  the  case  of  bounties  on  the  export  of  corn,  con- 
sumers were  taxed  to  raise  the  price  of  the  food  they  consumed. 

A  drawback  on  refined  sugar  exported  is  given  in  France, 
^.mounting  to  10  per  cent,  more  than  the  duty  on  raw  sugar 
imported.  So  much  sugar  is  exported  as  to  raise  the  price  in 
France,  and  French  producers,  having  the  bounty  of  10  per 
cent.,  can  sell  it  to  foreigners  at  below  cost  price.  Thus  the 
result  of  the  bounty,  given  at  the  expense  of  the  general 
revenue,  is  to  raise  the  price  of  sugar  to  the  French  consumer. 
It  is  one  of  the  chief  objects  of  the  English  commercial 
policy,  as  regards  foreign  countries,  to  procure  the  abolition  of 
bounties. 

The  Treaties  of  Commerce  bindhig  the  contracting  parties 
to  differential  duties  are  inadvisable;  they  should  merely 
contain  an  obligation  upon  the  contracting  parties  to  extend 
to  each  other  the  "  most  favoured  nation  "  treatment,  that  is, 
the  most  complete  freedom  of  trade  that  the  domestic  policy 
of  each  will  allow  to  be  extended  to  the  other. 

The  Treaty  of  Commerce  with  France,  1860,  restricted 
English  trade  with  other  nations.  England  profited  by 
admitting  French  goods  at  a  low  rate  of  duty,  and  by  inducing 
France  to  do  the  same  to  English  goods,  but  Spain  and 
Portugal  raised  their  tariffs  against  us  on  account  of  the  new 
system  of  taxation  of  their  wines  brought  in  by  the  treaty. 
The  treaty  with  France  imposed  a  duty  of  Is.  a  gallon  on 
■wine  of  26  degrees  of  alcoholic  strength,  and  of  2s.  6d.  on 
wme  of  from  26  to  42  degrees  of  strength.  Spanish  wines 
just  came  within  this  limit,  and  they  considered  that  there 
ought  to  have  been  an  intermediate  rate  of  duty. 
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CHAPTER  VII. 

LOCAL  TAXATION. 

Local  taxation  differs  from  imperial  in  that,  if  more  money- 
is  wanted,  it  can  only  be  obtained  by  increasing  the  rates  on 
real  property.  There  is  only  one  way  of  raismg  local,  though 
there  are  various  ways  of  raismg  imperial,  taxation.  Another 
contrast  is  that  throughout  the  country  local  expenditure  is  in 
excess  of  local  revenue,  the  difference  being  made  up  by  loans. 
The  amount  of  local  taxation  raised  from  land,  as  compared 
with  that  raised  from  other  kinds  of  real  property,  has  of  late 
years  decreased ;  this  is  because  the  quantity  of  land  is  limited, 
and  its  value,  therefore,  cannot  increase  indefinitely  like  that 
of  buildings,  which  may  be  multiplied  to  any  extent.  The 
occupiers  of  houses  bear  most  of  the  burden  of  local  taxation, 
which  has  been  shifted  from  the  shoulders  of  the  landlords. 

The  present  state  of  local  taxation  is  in  a  state  of  great 
confusion : — 

1.  Because  of  the  number  of  different  bodies  which  have  the 
power  of  levying  rates.  In  boroughs,  the  Board  of  Guardians, 
the  Town  Council,  and  the  Local  Board  and  the  School  Board 
can  do  so,  and  also  the  County  Council  for  county  purposes 
In  rural  districts,  the  County  Council  levies  rates,  but  the 
areas  of  rating — petty  sessional  districts,  highway  districts, 
and  poor-law  unions — often  run  into  each  other. 

2.  The  different  areas  of  rating  are  not  coincident.  Part 
of  the  income  of  local  bodies,  such  as  market  or  harbour  dues, 
are  merely  the  price  of  services  rendered,  and  cannot  be 
justly  classed  as  local  taxation. 

The  tenant  nominally  pays  the  rates  on  land,  but  the 
incidence  of  these  rates  is  really  upon  the  landlord,  who,  but 
for  them,  could  demand  higher  rent.  Rates  on  land  have  of 
late  much  diminished  with  urban  rates. 

The  incidence  of  the  rates  upon  house  property  has  been 
already  considered.  We  have  now  to  consider  the  incidence 
of  rates  upon  manufactories  and  business  premises.   If  the  rate 
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is  uniform,  it  will  fall  upon  the  consumer,  prices  being  raised 
in  proportion  to  it ;  otherwise,  the  profits  of  trade  would  be 
reduced  below  their  natural  level.  If  the  rate  be  higher  in  some 
localities  than  in  others,  the  competition  of  localities  with  low 
rates  will  prevent  the  price  being  raised  proportionally  to  the 
rate,  and  it  will  be  paid  from  profits. 

The  rise  of  prices  owing  to  rates  can  only  partially  be 
brought  about  if  foreign  producers  compete  with  English  in 
the  English  markets.  The  increase  of  supply  prevents  the 
rise  in  price  necessary  to  compensate  for  the  rate,  so  the 
burden  is  shared  between  the  trader  and  consumer. 

Hates  upon  railways,  water-works,  and  gas-works  fall  upon 
the  holders  of  shares  in  these  undertakings.  Fares  and  pay- 
ments for  gas  and  water  are  fixed  at  the  amount  which  gives 
the  maximum  rate  of  profit ;  if  the  rates  are  then  increased, 
railway  fares  and  payments  for  gas  and  water  cannot  be 
raised  without  causing  a  reduction  in  the  rate  of  profit,  and 
therefore  falling  upon  the  shareholders.  If  the  maximum 
dividend  on  gas  and  water-works  has  been  fixed  by  Act  of 
Parliament  at  10  per  cent.,  and  all  profits  above  this  amount 
must  be  applied  to  reduce  the  price  of  the  commodity, 
then  rates  most  distinctly  fall  upon  consumers,  as,  without 
them,  there  would  be  more  to  appropriate  to  reducing  the 
price  of  the  commodity. 

The  incidence  of  the  rates  upon  house  property  is,  as  we 
have  seen,  upon  the  occupiers,  but  there  is  great  injustice  in 
forcing  them  to  pay  for  improvements  which  will  enable  their 
landlords  to  raise  the  rent  upon  them  at  the  termination  of 
their  leases.  The  consideration  of  this  injustice,  and  of  the 
means  for  remedying  it,  is  called  the  Leasehold  Question. 

The  problem  of  the  Poor  Law  is  to  pro\dde  subsistence 
for  the  indigent  poor,  without  putting  a  premium  on  idle- 
ness and  improvidence  by  ensuring  the  means  of  living  to 
those  who  will  not  work.  If  the  maintenance  of  the  poor  is 
left  to  private  charity,  the  poor  are  often  induced  to  counter- 
feit suffering,  by  seeing  that  those  who  excite  the  most 
sympathy  obtain  the  most  generous  relief. 

The  suppression  of  the  monasteries  at  the  Preformation,  and 
the  consequent  extinction  of  the  great  source  of  relief  to  the 
poor  during  the  Middle  Ages,  made  the  question  of  the  main- 
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tenance  of  the  poor  a  burning  one  at  the  commencement  of 
tlie  sixteenth  centuiy.  With  the  exception  of  the  monasteries, 
the  corporations  of  the  towns  were  the  only  relieving  agencies. 
Under  Henry  VIII.  acts  were  passed  which  made  each 
locality  responsible  for  the  maintenance  of  its  poor.  Those 
who  could  not  work  were  to  be  sent  to  the  place  where  they 
were  born  and  there  maintained  with  kindness,  but  heavy 
penalties  were  imposed  upon  the  poor  who  could  work  and 
refused  the  work  which  was  to  be  offered  to  them  (22 
Hen.  VIII.,  c.  12).  All  who  wished  to  give  alms  to  the  poor 
were  to  place  their  offerings  in  a  common  fund  to  be  admin- 
istered by  the  bishop  and  his  clergy ;  they  were  not  to  give 
indiscriminate  relief  under  penalty  of  forfeiting  ten  times  the 
amount  given  away  (27  Hen.  VIII.,  c.  25). 

Independently  of  the  cessation  of  monastic  charity,  the 
condition  of  the  labourers  had  greatly  deteriorated  owing  to 
the  rise  in  prices  brought  about  by  the  silver  imported  from 
the  New  World,  and  the  debasement  of  the  coinage  by 
Henry  VIII.  and  the  Protector  Somerset.  Various  acts 
were  passed  which  attempted  to  palliate  the  distress,  such 
as  that  of  1589,  by  which  four  acres  of  land  were  to  be 
attached  to  every  new  labourer's  cottage,  and  overcrowding 
was  forbidden  by  severe  penalties  imposed  on  the  proprietors. 

The  first  real  Poor  Law  was  passed  in  the  forty-third  year  of 
the  reign  of  Queen  Elizabeth  (47  Eliz.,  c.  2).  By  it  every 
deserving  person  obtained  a  legal  right  to  relief,  and  a  rate 
was  to  be  raised  for  the  purpose  on  real  property,  to  be 
collected  and  administered  by  overseers,  who  were  to  be 
appointed  annually  in  each  parish.  Paupers  able  to  work 
were  to  be  maintained  at  the  expense  of  any  of  their  relations 
able  to  support  them,  and  were  not  to  obtain  relief  without 
working  for  it. 

In  1723  an  Act  (9  Geo.  I.,  c.  7)  was  passed  by  which  a 
parish  or  union  of  parishes  was  to  build  a  workhouse  for  the 
maintenance  of  the  poor,  and  those  who  would  not  consent  to 
reside  in  it  were  not  to  obtain  relief.  In  this  year  the  per- 
nicious system  was  introduced  of  hiring  out  able-bodied  paupers 
to  the  farmers,  to  the  great  detriment  of  the  self-supporting 
poor. 

In  1782,  by  Gilbert's  Act  (22  Geo.  III.,  c.  83),  Guardians 
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of  the  Poor  were  established  to  protect  them  against  the  over- 
seers, and  the  workhouse  test  was  abolished,  with  most  per- 
nicious results  in  increasing  the  number  of  paupers.  In  1795, 
by  36  Geo.  III.,  c.  83,  no  one  was  called  upon  to  enter  the 
workhouse,  and  the  magistrates  were  allowed  to  give  outdoor 
relief  to  the  people  in  their  own  homes.  This  policy  was  first 
initiated  by  the  Berkshire  Justices  in  the  meeting  at  Speen- 
hamland,  1795.  Allowances  were  given  to  people  in  pro- 
portion to  the  number  of  children  they  had,  thus  rewarding 
them  for  being  self-indulgent  and  improvident,  and  stimulating 
the  increase  of  population.  Wages  were  made  up  to  the  average 
amount  by  grants  from  the  rates,  so  there  was  no  reason  for  the 
poor  to  migrate  to  where  they  might  obtain  better  wages. 
This  last  change  was  introduced  by  the  Berkshire  Justices 
in  their  meeting  at  Speenhamland  in  1795. 

The  Law  of  Settlement  (13  &  14,  c.  11,  1662),  which  pre- 
vented labourers  from  leaving  the  place  where  they  were 
born,  was  another  reason  which  retained  labour  m  places 
where  it  was  not  wanted. 

The  result  of  all  this  administration  was  such  that  almost 
all  the  profit  from  the  land  was  eaten  up  by  the  rates.  The 
growth  of  the  Poor  Law  charges,  proportionally  to  the  popu- 
lation, will  be  understood  from  these  figures — 

Amount  oil 
Year.  Poor  Rate.  Population. 

1760  £1,250,000  £  7,000,000 

1818  7,870,000  11,876,000 

1830  6,829,000  13,924,000 

The  system  called  loudly  for  reform,  which  was  brought 
about  by  the  New  Poor  Law,  1834,  based  upon  the  report 
of  a  Commission  of  Enquiry.  This  Act  revived  the  work- 
house test,  and  abolished  allowances  in  aid  of  wages,  and 
provided  for  the  appointment  of  paid  overseers  and  an 
official  audit  of  accounts.  The  fathers  of  illegitimate  children 
had  to  support  them,  instead  of  the  old  system  of  rewarding 
the  mother  and  freeing  the  father  from  responsibihty. 
The  Law  of  Settlement  was  altered,  by  making  it  more 
difficult  to  obtain  a  settlement  in  a  parish  by  occupation  or 
labour ;  it  was  therefore  no  longer  so  important  to  prevent  new 
labourers  settling  in  a  parish.     The  administration  of  the  Poor 
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I^xw  was  placed  under  three  Commissioners,  and  England  and 
Wales  were  divided  into  twenty-one  districts,  each  under  an 
assistant  Commissioner.  Unions  of  parishes  were  formed,  to 
distribute  the  expense  of  maintaining  the  poor  over  larger  areas 
than  single  parishes,  and  to  save  expense  by  centralising  the 
administration.  The  Poor  Law  Commission  was,  in  1847, 
replaced  by  the  Local  Government  Board,  formed  to  ad- 
minister the  laws  relating  to  the  Local  Government,  the 
Public  Health,  and  the  Eelief  of  the  Poor.  The  saving  of 
expense  under  the  new  system  is  shown  by  the  fact  that,  in 
the  twelve  years  before  the  Poor  Law  Amendment  Act, 
1834,  the  relief  of  the  poor  cost  £76,096,000,  m  the  twelve 
years  after  it  cost  £57,247,000. 

A  Poor-Law  Act  was  passed  for  Ireland  in  1838,  and  one 
for  Scotland  soon  after.  In  1865,  by  the  Union  Chargeability 
Act,  the  Union  became  the  area  of  rating  for  the  poor  rate  and 
not  the  parish.  In  1870  the  Metropolitan  Poor  Act  made  the 
maintenance  of  the  outdoor  poor  a  charge  upon  the  Union, 
but  the  maintenance  of  the  indoor  poor  was  to  be  paid  for  by 
London  as  a  whole. 

The  effect  of  this  is  to  discourage  a  resort  to  outdoor  relief, 
and  to  diminish  the  number  of  those  in  receipt  of  outdoor 
rehef  in  London.  Outdoor  relief  is  more  economical  than 
indoor  relief,  but  this  very  advantage  encourages  its  being  given 
in  excess,  and  Fawcett  says  that  the  London  system  should 
be  extended  to  all  England,  the  indoor  poor  being  maintained 
out  of  the  county  rate  and  the  outdoor  poor  by  the  Union. 

The  strict  maintenance  of  the  restrictions  on  outdoor 
relief  has  caused  the  number  of  paupers  in  Great  Britain  to 
decrease  in  spite  of  the  increase  of  population,  and  a  contrary 
policy  in  Ireland  has  produced  a  contrary  effect.  This  is 
proved  by  the  followmg  statistics  : — 

Year. 

1850 
1860 
1870 
1880 
1885 


Number  of 

Number  of 

Paupers 

Paupers. 

per  1000  of 

Population. 

.     1,308,000 

48 

973,000 

34 

.     1,279,000 

41 

.     1,016,000 

29 

982,000 

27 
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The  pressure  of  the  rates  caused  Parliament  in  1872  to 
vote  that  the  cost  of  the  maintenance  of  huiatics  and  of  the 
poHce  should  be  defrayed  out  of  the  Consolidated  Fund  to  the 
extent  of  four  million  pomids  a  year. 

It  has  been  proposed  to  throw  the  cost  of  the  maintenance 
of  the  poor  upon  the  general  revenue,  but,  if  this  were  done, 
the  security  for  the  economical  management  of  the  funds 
devoted  to  this  purpose  would  be  weakened.  The  effect  of  the 
Local  Government  Act  of  1894  upon  the  administration  of  the 
Poor  Law  is  not  likely  to  be  so  good  as  it  has  been  upon  other 
departments  of  local  self-government.  The  power  of  plural 
voting,  the  privilege  of  county  magistrates  being  ex-officio 
guardians  of  the  poor,  and  the  qualification  for  elective 
guardians  of  an  assessment  on  a  rateable  value  of  £40  have 
all  been  abolished.  The  powers  of  the  guardians  have  been 
transferred  to  the  rural  District  Council,  but  to  be  a  member 
of  the  District  Council  it  is  only  necessary  to  have  resided  for 
twelve  months  in  the  district ;  it  is  not  even  necessary  to  be  a 
ratepayer. 

Pawcett  considers  that  the  existence  of  a  Poor  Law,  as 
a  protection  against  extreme  destitution,  is  a  reason  why 
Socialism  has  not  gained  any  considerable  hold  on  the  masses 
of  the  English  people. 

The  principal  security  against  the  extension  of  pauperism 
in  England  must  be  found  in  the  extension  of  habits  of  saving 
among  the  people  by  means  of  Post-Oflfice  Savings  Banks. 

The  number  of  women  paupers  exceeds  that  of  men ;  on  this 
account  no  obstacles  should  be  put  in  the  w^ay  of  employment 
of  adult  women  by  means  of  Factory  Acts.  Eeduction  of 
hours,  and  intervals  for  rest  and  meals,  can  be  secured  for 
women  without  the  aid  of  the  State,  and  it  is  a  mistake  to 
throw  any  obstacles  in  the  way  of  women  freeing  themselves 
from  their  present  dependent  position  by  securing  separate 
industrial  employment. 
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CHAPTER  VIII. 

ECONOMIC   EFFECT   OF   THE   LAWS   OF    PROPERTY    AND   CONTRACT 
IN  ENGLAND. 

Mill  proposes  that  the  Laws  of  Inheritance  should  he  altered 
by  :  (1)  Allowing  Freedom  of  Bequest,  with  the  reservation  from 
the  estate  of  enough  to  enable  all  descendants  of  the  testator 
to  support  themselves.  (2)  No  one  should  inherit  more  than 
a  moderate  competence.  (3)  In  the  case  of  intestacy,  the 
property  should  escheat  to  the  State,  which  should  be  bound 
to  provide  to  a  reasonable  extent  for  the  descendants  of  the 
owner  of  the  property. 

As  an  intermediate  alternative  to  this,  he  recommends  that 
the  law  of  inheritance  of  personal  property  (freedom  of 
bequest,  and,  in  case  of  intestacy,  equal  division)  should  be 
extended  to  landed  property.  No  right  of  inheritance  should 
be  allowed  in  collaterals,  and  the  property  of  those  without 
direct  heirs  should  escheat  to  the  State. 

Primogeniture  is  intended  to  prevent  the  land  being  divided 
into  portions  too  small  for  cultivation ;  this  result  would  not 
necessarily  follow  the  division  of  the  estate  equally  among  all 
the  children,  as  their  shares  might  be  charged  upon  the  estate 
by  way  of  mortgage,  or  the  property  might  be  sold  and  the 
proceeds  equally  divided. 

Primogeniture  makes  the  landlords  an  impoverished  class, 
as  the  income  of  the  estate  is  charged  for  the  benefit  of 
the  younger  sons,  and  the  owner  has  nothing  to  spare  for 
improvements. 

To  prevent  these  charges  being  imposed  on  the  property, 
the  system  of  Entail  has  been  devised,  by  which  each  owner 
in  the  course  of  the  entail,  being  only  a  life-tenant  of  the 
property,  has  no  power  to  impose  a  charge  on  it  beyond  his 
lifetime.  No  owner  in  the  course  of  the  entail  could  sell  the 
property,  or  even  grant  a  long  lease,  unless  the  strictness  of 
the  law  of  entail  were  relaxed.  This  is  now  no  longer  tlie 
case,  owing  to  Lord  Cairns'  Settled  Estates  Act,  1881,  which 
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alloNYS  a  life  tonaut  to  sell  his  estate,  with  the  exception  of 
the  (.hvelling-house  and  the  land  immediately  round  it,  for 
selling  which  the  consent  of  the  Court  of  Chancery  or  of  the 
trustee  of  settlement  is  reqiiired. 

The  system  of  primogeniture  and  entail  is  economically 
prejudicial,  as  preventing  the  free  transfer  of  land.  The 
French  system,  which  only  allows  the  owner  to  leave  by  will 
a  portion  equal  to  the  share  of  one  of  his  children,  and 
forces  all  the  remainder  to  be  equally  divided,  prevents 
the  father  from  redressing  any  inequality  among  his  children, 
as,  for  instance,  when  one  is  incapable  of  providing  for  himself 
owing  to  some  natural  infirmity,  or  has  been  already  provided 
for  by  his  own  exertions. 

Under  English  Contract  Law,  Mill  discusses  the  Laws  of 
Partnership  and  Bankruptcy.  English  Partnership  Law  is 
defective  compared  to  that  of  France,  in  forbidding  partner- 
ships in  commandite.  In  this  kind  of  partnerships,  the 
managers  are  responsible  with  their  whole  fortunes,  but  they 
have  associated  with  them  others  who  are  only  responsible  up 
to  the  amount  of  the  contributions,  though  they  share  in  the 
profits  according  to  the  conditions  agreed  on.  These  persons, 
whose  liability  is  limited,  are  termed  commanditaires,  and 
have  no  voice  in  the  management  of  the  concern.  This 
system  is  particularly  advantageous  to  an  inventor  wanting 
capital  to  carry  his  invention  into  practice.  Commercial 
cases  in  France  are  decided  by  a  tribunal  of  merchants,  not 
by  the  expensive  and  tedious  machinery  of  the  ordinary  law- 
courts. 

In  these  respects  the  French  law  of  partnership  is  superior 
to  the  English.  It  is  inferior  in  not  allowing  joint-stock  com- 
panies to  be  constituted  without  the  consent  of  the  Council  of 
State,  a  body  of  ofiicials  mostly  ignorant  of  matters  of  trade. 
Joint-stock  companies  with  unlimited  liability  cannot  exist 
in  France,  as  the  capital  of  such  companies  cannot  be  divided 
into  transferable  shares.  The  best  laws  of  partnership  are 
those  of  the  New  England  states  in  the  United  States,  w^here 
even  lines  of  steamers  and  fishing  vessels  are  owned  in  shares, 
some  of  which  are  in  the  hands  of  the  crews. 

Laws  of  Insolvency  are  economically  important :  (1)  Because 
production  is  hampered  by  people  not  being  able  to  trust  each 
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other ;  (2)  because  any  cause  which  diminishes  the  necessity 
for  insurance  against  bad  debts,  diminishes  also  the  cost  of 
production  of  commodities. 

The  law  has  abolished  imprisonment  for  debt,  and  in  doing 
so,  has  been  unduly  tender  to  debtors.  It  is  not  enough  to 
place  the  creditors  in  possession  of  the  debtor's  property,  it 
should  punish  improvident  speculation  or  neglect  of  the 
ordinary  business  precautions,  such  as  the  maintenance  of 
accurately  kept  books,  and,  as  the  French  law  does,  should 
treat  bankruptcy  from  these  causes  as  an  offence  not  as  a 
misfortune. 


CHAPTER  IX. 

CRITICISM   OF  THE    ENGLISH   LEGAL   SYSTEM. 

Mill  adversely  criticises  :  (1)  The  difficulty  of  understanding 
the  English  law,  the  quality  which  Bentham  termed  its  "  in- 
cognoscibility,"  and  its  uncertainty.  Even  when  the  facts 
are  not  disputed,  a  recourse  to  the  law  courts  is  necessary 
to  obtain  justice  on  this  account. 

(2)  The  procedure  of  the  law  courts  is  burdened  by  such 
expense  and  delay,  that  suitors  often  endure  great  injustice 
rather  than  seek  redress  from  the  courts.  Thus  the  wrong 
side  often  gains  the  victory  in  the  law  courts,  because  the 
other  party  abandons  litigation  from  want  of  funds  or  submits 
to  a  compromise,  or  the  case  is  decided  on  some  legal  quibble, 
not  on  its  merits.  The  only  part  of  our  legal  system  which 
he  commends  as  free  from  the  above  faults  is  our  Mercantile 
Law. 

Mercantile  law  has  grown  up  from  giving  the  force  of  law 
to  the  customs  of  the  merchants,  so  it  has  had  the  advan- 
tage of  being  made  by  those  most  interested  in  its  goodness. 
The  importance  of  credit,  which  depends  upon  the  man  who 
wants  to  borrow  possessing  a  good  character,  makes  the  force 
of  puljlic  opinion  a  considerable  protection  against  mercantile 
dishonesty. 
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1'lie  faults  of  the  Land  T.aAV  are  its  uncertainty  and  techni- 
cality, whit'h  prevents  an  owner  from  aecpiiring  an  incontro- 
vertible title  to  land,  its  failure  to  provide  proper  evidence  of 
h^gal  transactions  by  registration  of  legal  documents,  the 
prolixity  and  extravagant  cost  of  the  legal  documents  and 
formalities  necessary  for  the  purchase,  sale,  lease,  or  mortgage  of 
real  property,  and  the  delay  and  expense  of  all  legal  proceed- 
ings relating  to  land. 

Uncertainty  of  title  diminishes  the  saleable  value  of  land 
and  discourages  the  investment  of  the  landlord's  capital  in  its 
improvement. 

Land  ought  to  be  easily  transferal)le,  as  in  most  countries  it 
is  either  too  much  or  too  little  subdivided.  Large  estates 
require  to  be  subdivided,  or  small  estates  bought  up. 

The  influence  of  the  law,  when  it  allows  the  rich  to  take 
advantage  of  their  riches  to  institute  unjust  or  resist  just 
litigation,  or  permits  the  evasion  of  just  obligation,  is  pre- 
judicial to  the  economical  prosperity  of  the  country  and  to  the 
morality  of  the  people. 


BOOK  y. 


SKETCH  OF  THE  SUCCESSION  OF  THEORETIC  IDEAS  ABOUT  ECO- 
NOMIC FACTS  AND  OF  THE  PRINCIPAL  FACTS  IN  THE  HIS- 
TORY OF   ENGLISH   TRADE. 

Economy  is  the  art  of  managing  a  household  so  that  the  in- 
come of  its  inmates  may  be  well  administered,  and 
Economic  ideas  tlieymay  live  in  the  greatest  possible  comfort  com- 
times*'^^"  patible  with  their  outlay.     Political  economy  is 

the  application  of  these  principles  to  the  State, 
so  that  its  revenues  may  be  raised  in  such  a  manner  as  to  be 
least  burdensome  to  its  citizens,  and  may  be  spent  to  the  best 
advantage,  and  that  the  resources  of  the  State  may  receis^e 
the  greatest  possible  development. 

We  know  little  of  political  economy  among  the  ancients,  as 
ancient  authors  give  only  scanty  details  relating  to  the  wealth 
and  civilisation  of  the  States  they  write  about. 

This  is  the  more  to  be  regretted,  as  it  has  limited  the  data 
upon  which  modern  writers  have  been  able  to  base  their  gene- 
ralisations. Only  the  first  rudiments  of  economic  truths  are 
to  be  found  in  Greek  and  Eoman  writers.  The  ancient  Jews 
lived  under  a  theocracy,  and  they  paid  exclusive  attention  to 
the  moral  side  of  economics.  A  proposal,  from  which  import- 
ant economic  results  might  be  expected,  was  estimated,  not 
according  to  these  results,  but  according  to  its  effect  upon  the 
character  of  the  people. 

The  Greeks  and  Eomans  considered  trade  degrading.  Ly- 
curgus  prohibited  the  Spartans  from  engaging  in  any  form  of 
commercial  industry,  from  the  fear  that  their 
Economic  ideas  warlike  efficiency  would  be  thereby  injured. 
Gree^  *^®  At  Athens  those  trades  which  were  considered 

unworthy  of  freemen  were  carried  on  by  slaves. 
Professor  Mahaffy,  in  his  Social  Life  in  Greece,  says :  "  One 
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of  the  leading  featuros  of  Athenian  civilisation  was  the  con- 
tempt of  trade,  or  indeed  of  any  occupation,  which  so  absorbed 
rt  man  as  to  deprive  him  of  ample  leisure." 

The  chief  ditlerences  between  ancient  and  modern  indus- 
trial life  are,  that  ancient  industry  is  stereotyped 
Differences  be-  ^jy  the  unwritten  law  of  custom  confining  the 
and^mo"e"n'^  ^*^- ^^  *^°  ^^^®  occupation  of  the  father ;  the  cease- 
iudustriai  life,  less  variety  of  the  modern  industrial  system 
did  not  exist.  Commerce  was  checked  by  the 
want  of  knowledge  of  geography,  and  the  insufficiency  of  the 
means  of  communication.  The  contempt  for  industrial  occu- 
pations was  kept  alive  by  their  being  mostly  in  the  hands  of 
slaves.  Deficient  knowledge  of  physical  science  prevented 
any  use  being  made  of  natural  powers  for  the  purpose  of  pro- 
duction, and  proved  an  insuperable  obstacle  to  the  use  of 
macliinery  to  any  consideraljle  extent.  The  sense  of  inse- 
curity from  constant  war  and  misgovernment  prevented  the 
accumulation  of  large  aggregates  of  capital. 

Throughout  Greek  writers  on  economic  subjects,  we  find  the 
cardinal  principle  of  the  subordination  of  individuals  to  the 
State,  the  primary  object  of  all  government  was  the  formation 
of  good  citizens,  and  every  subject  was  studied  from  an  ethical 
and  educational  point  of  ^dew.  Ancient  philosophers  dreaded 
the  attainment  of  wealth,  as  tending  to  briug  about  luxury, 
and  so  to  sap  the  foundation  of  warlike  virtue.  Plato,  in  the 
second  book  of  the  Republic,  banishes  artizans  and  merchants 
from  his  model  State.  In  the  twelfth  book  of  the  Laws,  he 
says  :  "  Nature  has  made  neither  bootmakers  nor  blacksmiths, 
such  occupations  degrade  the  people  engaged  in  them,  miser- 
able mercenaries  excluded  by  the  very  position  from  political 
rights."  The  RcpuUic  advocates  community  of  property  and 
of  wives,  to  do  away  with ,  every  dictate  of  private  interest. 
His  ideal  is  a  self-sufficing  State,  with  no  unnecessary  contact 
with  foreign  nations,  and  its  population  restricted  by  exposure 
of  infants  and  the  prohibition  of  early  marriages.  The  pre- 
cious metals  were  to  be  interdicted  as  far  as  possible  in  inter- 
nal commerce,  and  the  loan  of  money  at  interest  was  for- 
bidden, the  debtor  not  being  obliged  to  repay  the  principal  of 
the  loan  unless  he  chose. 

Plato's  Eepublic  is  the  pattern   of  the  descriptions  of  the 
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ideal  State,  such  as  More's  Utopia,  Bacon's  New  Atlantis,  and 
Harrington's  Oceana.  It  was  formerly  the  fashion  to  convey 
ideas  on  sociology  disguised  in  this  form  of  a  sketch  of 
what  was,  in  the  author's  opinion,  the  most  perfect  form  of 
society. 

Xenophon's  (Econoinicus  bears  only  indirectly  upon  political 
economy,  as  it  deals  with  the  best  method  of  management  of 
a  man's  household  and  property.  His  treatise  on  the  revenues 
of  Athens  has  some  interesting  remarks  on  increasing  the 
wealth  of  the  city  by  promoting  the  settlement  of  aliens  in  it, 
by  better  management  of  the  silver  mines  at  Laurium,  and 
the  purchase  of  slaves  out  of  the  revenues  of  the  State,  which 
was  to  make  a  profit  by  letting  out  their  labour  to  hire. 

Aristotle's  Politics  commences  with  a  sketch  of  the  origin 
of  society ;  a  description  of  the  various  forms  of  government 
extant  at  the  time  follows ;  the  author  then  gives  a  historico- 
critical  account  of  the  various  forms  of  political  constitutions 
prevalent  in  Greece,  and  concludes  with  a  consideration  of  the 
ideal  State. 

Aristotle's  views  on  sociology  deal  mostly  with  the  statics 
of  the  subject ;  on  the  development  of  society  he  is  silent.  He 
considers  that  society  (a  crowd  made  up  of  persons  unlike  each 
other,  ttXTjOo?  e^  avofioiwv)  originates  from  natural  impulses, 
as  man  is  naturally  inclined  to  live  with  others,  apart  from 
all  consideration  of  personal  wants  and  mutual  benefits,  being 
ttoXltlkov  ^wov,  a  social  animal ;  and  our  author  therefore  does 
not  approve  of  Plato's  suppression  of  private  freedom  and 
initiative  by  doing  away  monogamy  and  private  property. 
Community  of  wives  will  do  away  with  family  affections,  and 
so  weaken  the  State ;  community  of  property  will  be  the  fruit- 
ful parent  of  discord.  The  household  of  the  family  is  the 
source  of  the  State.  The  object  of  the  State  is  aperri,  happy 
life,  as  it  is  attained  by  virtue.  The  politics  and  the  ethics  are 
therefore  closely  connected,  as  the  State  cannot  attain  its  first 
object,  unless  morality  prevails  among  its  citizens.  He 
despises  trade  quite  as  much  as  Plato.  "  In  the  State  which 
is  best  governed,  the  citizens  must  not  lead  the  life  of 
mechanics  or  tradesmen,  for  such  a  life  is  ignoble  and  inimical 
to  virtue,"  ^  "  Por  the  life  of  mechanics,  tradesmen,  and 
1  riiny,  Nat.  Hist.,  xviii.  73. 
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labourers  is  a  low  one ;  nor  have  any  of  the  occupations  in 
whioli  such  people  engage  any  necessary  connection  witli 
virtue."  ^ 

i;  xpiHiiaTia-riKt],  or  the  art  of  money-making,  is  (1)  Natural, 
and  arises  from  the  appropriation  of  natural  products  and 
their  application  to  household  uses.  The  means  of  natural 
acquisition  are  hunting,  fishing,  cattle-rearing,  and  agriculture. 

(2)  By  means  of  exchange  (/xeT«/3X/;T//c??).  The  means  of 
acquisition  liy  exchange  are  commerce,  usury,  hii'ing,  contract- 
ing. 

Aristotle's  freedom  from  the  mercantile  fallacy  is  not  a 
little  remarkable ;  he  tells  the  story  of  Midas  to  show  that  the 
possession  of  gold  is  not  always  equivalent  to  the  possession 
of  wealth. 

At  Eome  all  the  processes  of  industry  were  carried  on  by 
Economic  ideas  slaves,  and  the  productive  powers  of  the  land 
among  the  were  ruined  by  the  pernicious  system  of  Lati- 

Eomans.  fundia,  the  large  estates  of  the  nobles  which 

crowded  out  the  free  cultivator,  and  were  cultivated  by  slave 
labour.  "  Latifuudia  perdidere  Italiam  jam  rus  et  pro- 
viucias."^  There  were  a  few  opponents  of  this  state  of  things. 
Yarro  and  Columella,  writers  on  agriculture,  boldly  expressed 
their  preference  for  free  labour  in  the  cultivation  of  the  soil. 
Pliny  says,  "  Coli  rura  ab  ergastulis  pessimum  est."  The 
Eomans  shared  Plato's  objection  to  interest ;  the  rate  of 
interest  was  fixed  by  the  Twelve  Tables,  and  it  was  forbidden 
to  exact  interest  at  all  by  the  Genucian  Law.  Cicero  com- 
pares the  exactions  of  interest  to  murder,  "  Quid  fenerari, 
quid  hominem  occidere."  Cicero  shared  to  the  full  the  con- 
tempt for  commercial  pursuits  prevalent  in  Eome.  He 
considers  that  there  is  nothing  honourable  in  a  workshop; 
that  traders  never  prosper  unless  they  lie.  Commerce  on  a 
small  scale  is,  according  to  him,  mean  and  despicable,  and  if  it 
is  on  a  large  scale  the  most  he  wdll  say  of  it  is  that  "it  is  not 
much  to  be  found  fault  with  "  (non  admodum  \dtuperanda).^ 
The  Eomans  forbade  the  exportation  of  gold,  because  they 
believed  that  the  wealth  of  a  State  consisted  only  in  the 
amount  of  the  precious  metals  it  possessed.     Cicero  observes : 

^  Politics,  vii.  cap.  ix.  ^  Politics,  vii.  cap.  iv. 

^  De  Officiis,  i.  cap.  42. 
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"  The  Senate  many  times  before,  and  most  deliberately  in  my 
consulship,  came  to  the  decision  that  gold  ought  not  to  be 
exported."  1 

Economic  ideas  In  the  Middle  Ages,  Feudalism  was  based 
m  the  Middle  upon  territorial  property,  and  looked  down 
Influence  of  upon  all  handicrafts,  except  those  which  were 
Feudalism.  useful  for  war  and  the  chase. 

Ascetic  exaggeration  of  the  Canon  Law  was  also  prejudicial 

to  economic  progress.  It  was  a  maxim  of  Canon 
CanonLaw.  ^^w,  "  Dulcissima  rerum  possessio  communis 

est."  Agriculture  meets  with  qualified  praise, 
"  Deo  non  displicet "  ;  trade,  on  the  other  hand,  on  account  of 
the  tendency  to  fraud,  "  Deo  placere  non  potest."  Usury  was 
forbidden. 

•  The  enlargement  of  men's  knowledge  of  distant  lands  by 
Approximations  the  Crusades,  the  growth  of  the  power  of  the 
to  the  modern  Burgher  class  in  the  towns,  the  regulation  of 
order  of  things,  production  by  means  of  Guilds,  and  the  replace- 
ment of  villenage  by  a  system  of  leases,  were  all  influences 
favourable  to  the  growth  of  trade,  and  an  approximation  to 
the  modern  order  of  things. 

The  growing  importance  of  commerce  may  be  seen  by  a 
Growing  import-  glance  at  English  customary  law,  at  the  Statute- 
ance  of  Com-  book,  and  the  history  of  the  revenue.  The 
^^^^^-  principal  exports  in  Anglo-Saxon  times  were 

wool,  lead,  and  tin.  As  early  as  796  Karl  the  Great,  or 
Charlemagne,  granted  protection,  by  a  Treaty  of  Commerce, 
to  traders  from  Mercia.  As  early  as  Athelstan,  every  London 
merchant  who  made  three  long  voyages  on  his  own  account 
was  ranked  as  a  thane,  and  the  Ceapmmanne  or  Merchant 
Gilds  are  met  within  very  early  times.  The  laws  of  Oleron, 
which  were  originally  made  to  be  observed  by  the  fleet  of 
Eichard  the  First  on  its  voyage  to  the  Holy  Land,  were 
accepted  as  a  code  of  Commercial  Law  during  a  great  part 
of  the  Middle  Ages,  Clause  41  of  Magna  Charta  allows 
foreign  merchants  to  come  and  go  in  England,  and  in  case  of 
war  to  be  treated  as  English  merchants  were  in  the  hostile 
country.  This  was  distinctly  in  advance  of  France,  where 
the  Droit  d'Aubaine,  or  Eight  of  Escheat,  existed  down  to 
^  Pro  L,  Flacco,  sect.  48, 
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the  time  of  Colbert.  The  Statute  of  Merchants,  or  Acton 
Burnoll,  1283,  allowed  the  registration  of  debts  due  to  mer- 
chants, and  their  recovery  by  the  distraint  of  the  debtors' 
goods  or  the  imprisonment  of  their  persons.  This  statute 
fostered  trade  at  home,  and  the  Carta  Mercatoria,  1303, 
granted  privileges  to  foreign  merchants  in  England. 

As  the  wealth  of  the  merchants  grew,  their  wealth  l^ecame 
more  and  more  the  object  of  royal  exactions,  and  maletotes, 
or  tolls  levied  on  wool  by  the  royal  prerogative,  are  constantly 
complained  of.  In  1362  and  1371  it  is  enacted  by  statute 
that  neither  the  merchants  nor  any  other  body  should  hence- 
forth set  any  subsidy  or  charge  on  wool  without  consent  of 
Parliament. 

The  customs  originating  in  prisage  (the  king's  right  to  take 
at  a  fixed  minimum  price  one-tenth  of  the  wine  imported  into 
England  in  English  ships),  the  custuma  antiqua  et  magna 
(export  duty  on  wool,  skins,  and  leather),  and  poundage  (10 
per  cent,  on  all  goods  sold  by  the  pound  of  less  value  than 
£100,  and  5  per  cent,  on  goods  above  that  value)  first  come 
into  notice  under  Edward  I.  The  right  of  prisage  was  com- 
muted for  a  fixed  money  payment  (tomiage),  which  was  first 
regularly  granted  to  the  king  in  Parliament  from  1373. 

Thorold  Eogers  derives  the  guilds  from  the  Sodalitia  or 
Collegia  of  the  Koman  Eepublic  and  Empu-e.  However  this 
may  be,  the  guilds  provided  the  most  important  macliinery 
for  the  organisation  of  labour  during  the  Middle  Ages.  The 
guild  of  weavers  is  mentioned  as  early  as  1130,  when 
Eobert,  son  of  Lefstan,  paid  on  its  behalf  £16  into  the  Ex- 
chequer. Henry  II.  tried  to  suppress  the  Goldsmiths'  Guild, 
so  it  must  have  been  powerful  before  his  day. 

The  merchant  guilds  controlled  all  matters  relating  to  their 
own  trades,  and  admission  to  them  was  gained  only  by  a 
strictly  regulated  system  of  apprenticeship.  They  are  im- 
portant in  the  history  of  the  development  of  towns,  as  the 
chief  guild  often  agreed  to  pay  the  Firma  Burgi  or  sum  at 
which  the  town  was  assessed  to  the  royal  revenue,  and  in 
return  were  allowed  to  assume  the  municipal  government  by 
royal  charter.  They  also  provided  a  machinery  of  enfranchise- 
ment, for  if  a  villein  entered  a  guild  and  remained  unclaimed 
by  his  lord  for  a'^'ear  and  a  day  he  became  free. 
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There  were  also  craft  guilds  of  inferior  workmen,  under 
Henry  II.  We  hear  of  eighteen  being  lined  as  adulterine,  i.e., 
as  not  having  bought  charters  of  association  from  the  king. 
There  were  carpenters'  and  masons'  guilds  under  Edward  III. ; 
and,  according  to  Thorold  Eogers,  even  the  peasant  labourers 
possessed  organisations  for  the  regulation  of  labour.  Foreign 
settlers  first  arrived  in  England  under  William  the  Conqueror ; 
and  the  Flemish  weavers  who  had  come  over  then  were  trans- 
ferred by  Henry  I.  to  Pembrokeshire  in  1111. 

Henry  of  Huntingdon,  1155,  is  the  first  chronicler  who 
notices  anything  relating  to  trade.  He  says  that  in  his 
time  English  trade  with  Germany  consisted  of  lead,  tin, 
fish,  meat,  fat  cattle,  and  fine  wool  for  the  looms  of 
Ghent  and  Bruges.  Thorold  Eogers  supposes  that  the 
principal  source  of  the  silver  used  in  the  Middle  Ages,  before 
the  discovery  of  the  mines  of  Peru,  was  England.  The  lead, 
which  was  exported  hi  the  form  of  the  sulphuret,  was  almost 
always  largely  combined  with  silver.  The  chief  imports  into 
England  were  fine  woven  cloths,  furs,  and  iron,  from  the 
shores  of  the  Baltic.  It  is  noteworthy  that  salt  seems  to  have 
been  imported,  and  that  the  art  of  manufacturing  it  from  the 
brine  deposits  of  Worcestershire  and  Cheshire  was  temporarily 
lost,  though  we  know  that  the  Eomans  made  use  of  locally 
manufactured  salt  in  Worcestershire. 

In  the  time  of  Edward  III.,  the  wool  trade  was  almost  a 
monopoly  of  England,  as  is  proved  by  the  fact  that  Parliament 
could  levy  a  tax  upon  it  of  from  100  to  150  per  cent,  of  its 
value,  without  bringing  out  stores  from  any  other  country  or 
materially  depressing  the  price  which  continental  manu- 
facturers were  willing  to  pay  for  English  wool.  England  was 
much  more  peaceable  than  the  Continent,  and  the  English  wool 
production  reached  such  a  pitch  of  excellence  that  even 
Spanish  wool,  its  only  other  rival,  could  not  be  used  unless 
largely  mixed  with  Enghsh.  Missenden's  Ci^^cle  of  Com- 
')ncrce  gives  the  annual  export  of  wool  about  1350  as 
11,648,000  lbs.,  valued  then  at  £100,683.  A  further  colony 
of  Flemings  settled  in  England  under  Edward  III.,  and 
established  the  chief  textile  centres  for  the  manufacture  of 
cloth  in  Norfolk  and  Suffolk.  They  took  up  their  residence 
at  York  and  Norwich  about  1330,  and  about  the  same  time 
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John  Konip  established  the  manufactuiy  of  "  Kendal  Green  " 
cloths  at  Kondal  in  AVestnioreland.  "Worsted  goods  were  also 
then  lirst  manufactured :  they  were  so  called  from  the  village 
of  Worstead,  near  Norwich.  From  the  end  of  the  fourteenth 
century  the  export  of  wool  as  raw  material  declines  in 
proportion  as  the  growth  of  the  home  manufacture  increases. 
Fine  cloth  was  imported  from  Flanders,  linen  from  Liege, 
velvet  and  silk  from  Genoa  and  Venice.  It  was  the  period  of 
the  great  fairs,  snch  as  Winchester  and  Stourbridge  near 
Cambridge,  which  were  supplied  with  Eastern  goods  by  the 
Venetian  ileet  which  touched  annually  on  the  southern  shores 
of  England. 

It  was  the  peculiarity  of  English  trade  that  it  was  localised 
at  certain  places  for  easier  superintendence  and  the  readier 
collection  of  the  king's  dues. 

By  the  Statute  of  the  Staple  27  Ed.  III.,  1354,  the  trade  in 
wool,  sheepskins,  leather,  and  lead  was  to  be  localised  at 
Newcastle-on-Tyne,  York,  Lincoln,  Norwich,  Westminster, 
Canterbury,  Chichester,  Winchester,  Exeter,  Bristol,  Carnar- 
von, Dublin,  Drogheda,  Waterford,  and  Cork,  Some  of  these 
towns  had  their  special  ports  from  which  alone  the  com- 
modities of  the  Staple  could  be  exported, — e.g.,  Lincoln  had 
for  its  special  port  St  Botolph,  Norwich,  Yarmouth,  Canter- 
bury Sandwich,  AVinchester  Southampton.  The  seat  of  the 
Staple  abroad  was  at  Calais,  and  after  the  capture  of  that 
place  by  the  French,  Bruges.  It  was  at  these  places  alone 
that  the  wool,  sheepskins,  leather,  and  lead  exported  by 
England  were  bought  and  sold.  These  restrictions  upon 
commerce  were  imposed  by  royal  authority  for  convenience 
of  taxation.  AVhen  wool  was  no  longer  imported  as  raw 
material  from  England,  but  cloth  was  manufactured  at  home, 
the  wealth  of  the  Merchants  of  the  Staple  declined,  and  their 
place  as  the  leading  trade  corporation  was  taken  by  the 
Merchant  Adventurers,  who  were  incorporated  by  Queeu 
Elizabeth.  It  was  in  the  interests  of  this  latter  body  that 
the  commercial  treaty  of  1490  between  England  and  Florence, 
and  that  entitled  the  "Magnus  Intercursus,"  between  England 
and  Burgundy  in  1496,  were  negotiated. 

Towards  the  end  of  the  fifteenth,  and  the  beginning  of  the 
sixteenth  centuries,  the  industrial  privileges  possessed  by  the 
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guilds  cramped  the  development  of  manufacturing  towns, 
and  led  to  their  decay.  No  one  could  carry  on  a  trade  or 
mystery  in  a  town  where  this  trade  or  mystery  had  been 
authorised  by  charter  who  was  not  a  freeman  of  the  town  or 
had  not  been  apprenticed  to  the  trade.  Industrial  villages 
grew,  and  form  the  germ  of  modern  manufacturing  towns  and 
of  the  factory  system.  The  guild  lands,  the  proceeds  of 
which  were  used  by  the  guilds  for  the  relief  of  their  poorer 
members,  were  confiscated  by  Protector  Somerset  without 
much  outcry. 

The  principal  English  exports  at  this  time  were  tin  from 
Cornwall,  lead  from  Derbyshire,  wool,  friezes  from  Man- 
chester, coverlets  from  York,  and  broadcloth  from  the  West 
of  England. 

The  imports  were  iron  and  war  horses  from  Portugal  and 
Spain ;  wine  from  Gascony ;  velvet,  linen,  and  fine  cloths  from 
Ghent,  Liege,  and  Bruges ;  herrings,  pitch,  timber,  furs,  and 
amber  imported  into  England  by  the  merchants  of  the  Hanse 
Towns  from  the  Baltic.  These  merchants  were  for  a  long 
time  incorporated  m  London  as  the  Merchants  of  the  Steel- 
yard, the  corporation  lasting  down  to  1597,  when  it  was 
abolished.  Satins,  silks,  velvet,  glass,  spices,  precious  stones, 
camphor,  saffron,  fine  damasks  and  cottons  were  imported  by 
the  Venetian  fleet,  which  paid  its  last  visit  to  England  in 
1532.  The  carrying  trade  of  Venice  was  ruined  by  the  con- 
quest of  Egypt  by  Selim  I.,  Sultan  of  Turkey.  Antwerp 
succeeded  Venice  as  the  universal  entrepot  of  trade,  and  its 
sack  by  Farnese  in  1584  gave  a  remarkable  impulse  to  the 
commercial  prosperity  of  England. 

In  1554  was  founded  the  Russia  Company  for  trade  with 
Eussia,  via  Archangel ;  and  the  East  India  Company  dates  from 
the  commencement  of  the  next  century.  The  Flemings, 
driven  out  by  the  religious  persecutions,  settled  in  Sandwich 
and  Eye  :  in  1570  there  were  4000  of  them  in  Norwich  alone. 
They  introduced  cutlery,  the  finer  sorts  of  cloth  manufacture, 
dyeing,  hat  making,  and  pottery.  Improvements  in  weaving 
and  lace  making  were  also  transplanted  by  French  refugees 
from  AleuQon  and  Valenciennes  to  Cranfield  in  Bedfordshire, 
the  Midland  counties  of  Buckinghamshire,  Oxford,  and  North- 
amptonshire, and  to  Honiton  in  Devon. 

N 
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The  exiles  who  nuule  their  way  to  England  after  the  revo- 
cation of  the  Edict  of  Nantes  in  1585  proved  equally  useful 
to  the  industrial  development  of  their  adopted  country.  They 
introduced  the  manufacture  of  silk,  paper,  and  glass.  The 
agriculture  of  the  JMiddle  Ages  was  on  the  three-field 
system,  the  first  year  a  crop  of  wheat  or  rye  being  sown,  the 
second  year  one  of  oats  or  barley,  and  the  third  year  was  left 
fallow.  The  arable  land  was  only  held  in  individual  owner- 
ship till  the  crops  were  gathered,  and  then  it  was  used  as 
common  pasturage  for  the  cattle  of  all  the  tenants  of  the 
]\Ianor.  The  landlord  had  his  socage  tenants  who  paid  him 
a  fixed  rent  of  money  or  produce,  and  his  villeins,  who  were 
bouiul  by  their  tenure  to  give  their  labour  to  assist  in  culti- 
vating the  lord's  demesne,  which  he  kept  in  his  own 
hands. 

After  the  Black  Death,  1348,  the  lords  insisted  severely  on 
the  performance  of  such  labom"  dues  as  had  not  been  connnuted 
for  money,  and  tried  to  treat  as  villeins  all  who  had  no  legal 
documentary  evidence  to  prove  that  they  held  their  lands 
in  a  free  tenancy.  The  diminution  in  the  number  of  the 
labourers  proditced  an  inevitable  rise  in  wages,  which  was  not 
prevented  by  the  Statutes  of  Labourers,  wiiich  were  passed 
ordering  them  to  work  for  the  same  wages  as  they  received 
before  the  Black  Death.  The  consequent  rise  in  the  ex- 
penses of  cultivation  made  the  landlords  give  up  cultivating 
their  demesne,  and  they  began  to  let  them  on  lease  to 
tenants,  commuting  the  labour  due  from  their  villein  tenants 
into  a  money  payment.  The  same  cause,  coupled  with  a 
rise  in  the  price  of  wool,  caused  a  preference  for  pasture 
over  arable  land.  The  Act  17  Eich.  IL,  1394,  fruitlessly 
attempted  to  arrest  this  tendency  by  forbidding  the  export 
of  corn. 

In  1450  the  art  of  brickmaking  was  re-discovered,  and  the 
labourers  gained  the  advantage  of  an  improved  material  for 
building  their  cottages,  which  were  formerly  mere  hovels  of 
wattle  and  mud. 

The  Monasteries  followed  the  "  stock  and  lease  "  system, 
by  which  a  certain  quantity  of  stock  w^as  let  with  the  land, 
for  which  the  tenant  had  to  account  at  the  end  of  the  lease 
either  in  money  or  kind.     This  w^as  particularly  favourable 
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to  the  tenants ;  but,  after  the  dissokition  of  the  Monasteries, 
the  new  grantees  sold  off  the  stock,  and  raised  the  rents. 
The  condition  of  the  labourers  throughout  the  sixteenth 
century  was  bad,  as,  owing  to  the  debasement  of  the  coinage, 
and  the  rise  of  prices  owing  to  the  influx  of  American  silver, 
their  wages  no  longer  purchased  the  same  amount  of  neces- 
saries. They  had  lost  their  right  of  pasturing  their  cattle  on 
commons,  as,  owing  to  the  increased  price  of  wool,  many  of 
these  had  been  inclosed. 

The  Fleming  and  Dutch  refugees  improved  our  agriculture 
by  teaching  us  the  use  of  manure,  and  introducing  new  vege- 
tables, such  as  carrots,  celery,  and  cabbage.  Hops,  which 
owed  their  origin  to  the  same  source,  were  first  grown  in 
Kent  in  1524 

Perhaps  the  measure  the  most  prejudicial  to  the  interests 
of  the  labourers  which  was  ever  passed,  and  which  has  affected 
them  down  to  the  beginning  of  the  present  century,  was 
the  act  of  5  Elizabeth  c.  4,  ^1563,  by  which  the  justices,  an 
interested  body  of  employers  of  labour,  were  empowered  to 
fix  the  rate  of  wages  for  agricultural  labourers  and  handi- 
craftsmen. 

The  main  discoveries  of  agriculture  have  been,  in  the  six- 
teenth century,  the  use  of  winter  roots  to  keep  cattle  alive 
during  the  winter  instead  of  salting ;  in  the  seventeenth  cen- 
tury, the  use  of  artificial  pasture,  such  as  clover,  sainfoin,  and 
rye  grass  ;  in  the  eighteenth  century,  the  use  of  the  Norfolk  or 
fomfold  rotation  of  crops,  by  which  roots,  especially  turnips, 
were  substituted  for  bare  fallows,  and  the  ground  was  fertilised 
by  the  practice  of  feeding  off  the  root  crop  with  sheep.  In 
the  present  century  the  use  of  dissolved  bones  and  Peruvian 
guano  in  growing  turnips,  of  mineral  phosphates  such  as 
phosphate  of  ammonia,  and  chemical  manures  such  as  nitrate 
of  soda,  has  become  widely  spread,  so  much  so  that  £10  an 
acre  is  reckoned  as  the  smallest  amount  of  capital  which  the 
farmer  can  expend  upon  the  soil  consistently  with  proper 
cultivation. 

The  kings  of  the  Middle  Ages  were  accustomed  arbitrarily 
to  debase  the  standard  of  money,  considering 
Money''^^  °  that  they  could  make  a  coin  pass  for  whatever 
value  they  chose  by  their  mere  fiat. 
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The  first  treatise  extant  on  any  suhjeet  akin  to  Political 
Nicolas  Oresme  ^ciMioniy  is  on  the  subject  of  money,  by  Nicolas 
fii-st  writer  on  '  Oresnie,  Bishop  of  Lisieux  and  counsellor  of 
Economic  Sub-  Charles  V.  of  France,  who  died  in  1382.  It  is 
^^^^^'  entitled  Tractatus   dc  Origine  Natura  Jure   d 

Mcrcationihus  Mondarum,  and  is  wonderfully  correct  in  the 
views  it  enunciates.  Nicolas  Oresme  was  far  in  advance  of 
his  time,  for  in  England  in  1511  we  find  the  mercantile 
fallacy  recei\dng  legislative  sanction  by  the  Statute  3  Henry 
VIII.  cap.  i.,  which  ordered  all  persons  carrying  over  sea  coin, 
plate,  or  jewels  to  forfeit,  on  detection,  double  the  value. 

The   lleformation  was  an   impulse   to  production,  as   the 

.     „       freedom  of  opinion  which  resulted  from  it  had 
Economic  effect  .  i.      I    •    ji  •  j-  i    j.i 

of  the  Refoi-ma-    ^^^  important  mlluence   on  invention  and   the 

tion,  and  trial  of  iiew  methods  in  industry.     The  chief 

Discovery  of        economic  effect  of   the  discovery   of   America 

was  the  alteration  it  produced  in  the  ratio  of 
silver  to  gold,  after  the  discovery  of  the  silver  mines  of 
Potosi  in  1542.  The  stock  of  silver  in  circulation  was  greatly 
increased,  and  a  rise  in  prices  followed.  Spain  tried  to  keep 
the  benefit  to  herself  by  taxation  of  imports,  even  of  raw  pro- 
duce, and  prohibiting  the  exportation  of  the  precious  metals ; 
no  one  in  Spain  could  even  practise  a  trade  without  a  license. 
The  object  of  these  regulations  was  to  sell  as  much  as  possible 
to,  and  to  buy  as  little  as  possible  from,  the  foreigner,  and 
to  prevent  the  precious  metals  from  becoming  articles  of 
exchange,  and  thereby  to  increase,  or,  at  all  events,  keep 
undiminished,  the  stock  of  precious  metals  in  the  country. 
The  regulations  are  known  under  the  name  of  the  Spanish 
Prohibitive  System. 

Under  Elizabeth  and  James  the  First,  royal  interference 

with  trade  took  the  form  of  granting  mono- 
Eoyal  interfer-  polies,  or  the  exclusive  right  of  producing  and 
Eneii^  Trade      deahng  in  certain  commodities.     The  merchant 

adventurers  were  given,  by  charter  1604  and 
1617,  the  exclusive  right  of  exporting  woollen  cloths 
to  the  Netherlands  and  Germany.  In  1637  Sir  Thomas 
Tempest  and  his  partners  were  given  the  monopoly  of  the 
sale  of  Newcastle  coal  for  twenty-one  years.  These  rights 
of    monopoly  were  described  at   the  time  "as   the  restraint 
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of  anything  public  in  a  city  to  a  private  use,"  and  persons 
who  enjoyed  them  were  denounced  "as  the  whirlpool  of 
the  prince's  profit."  Elizabeth  cancelled  all  monopolies 
after  parliamentary  remonstrance  in  1601,  but  they  were 
revived  by  James  the  First  and  Charles  the  First,  and 
Colepepper  thus  spoke  of  the  monopolists  in  the  Long 
Parliament:  "They  sip  in  our  cup,  they  dip  in  our  dish, 
they  sit  by  our  fire;  we  find  them  in  the  dye  vat,  wash 
bowl,  and  powdering  tub;  they  share  with  the  butler  in 
his  box;  they  have  marked  and  sealed  us  from  head  to 
foot.  Mr  Speaker,  they  will  bate  us  a  pin ;  we  may  not 
buy  our  own  clothes  without  their  brokage."  These  mon- 
opolies and  exclusive  patents  were  finally  forbidden  by  the 
Declaration  of  Eight. 

James  the  First  and  Charles  the  First  imposed  prohibitions 
on  various  branches  of  the  export  trade  by  proclamation, 
mainly  for  the  object  of  making  the  merchants  buy  licenses 
of  exemption.  We  find  the  exportation  of  wool  and  the 
materials  of  cloth-making  forbidden  in  1622.  The  Long 
Parliament  continued  the  restriction  on  the  export  of  wool 
in  1648. 

James  the  First  claimed  the  right  to  arbitrarily  increase 
Eate  of  Customs  ^'^^^  rates  at  which  customs  duties  were  levied, 
arbitrarily  and   this   claim   received  judicial   sanction   in 

increased  by  Bates'  case,  the  judges  deciding  that  the  right 
James  .  claimed  formed  part  of  the  king's  prerogative 

of  managing  the  foreign  relations  of  the  country. 

Under  the  Commonwealth  was  passed  the  famous  Naviga- 
Navigation  Law  tion_  Law  for  the  purpose  of  fostermg  the 
and  the  corres-  British  navy,  which  forbade  goods  to  be  im- 
pending Law  ported  into  England  except  in  English  ships, 
in    lance.  ^^  ^^  ^1^^   ships  of  the   countries   whence  the 

imports  originated.  The  law  was  aimed  at  the  carrying 
trade  of  the  Dutch. 

Fouquet,  under  Louis  XIV.,  levied  a  corresponding  duty  of 
fifty  sous  per  ton  on  every  ship  entering  or  leaving  a  French 
port.  This  tax  failed  in  its  object  of  destroying  the  carrying 
trade,  which  still  remained  in  the  hands  of  the  Dutch;  its 
only  effect  was  to  raise  the  rate  of  freight  for  goods  imported 
into  France  by  sea. 
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William  Stall'onl's  Brief  Conccipt  of  English  Policii,  1581,  is 
the  first  treatise  of  any  importance  in  the  his- 
Stafford        ^'^^^  ^^   economics.     Stafford   traces  very  cor- 
rectly   the   elTect   of    inclosiires   in   increasing 
the  number  of  panpcrs.     lie  is  especially  in  advance  of  his 
age  in  advocating  free  trade  in  corn. 

About  this  time  were  written  The  Tuscan  Cvltivation, 
by  Bernardo  Davanzati  Bostichi,  1529-1606, 
Early  Italian  which  Is  an  important  authority  on  the  eco- 
noiiirSubjeS.  ^^*=*^^^i^  condition  of  that  part  of  Italy  at  the 
time  ;  Gaspar  Scarutli's  Discourse  on  Money  and 
the  true  Proportion  of  Gold  and  Silver,  1582;  and  Antonio 
Serra's  Brief  Treatise  on  the  Causes  which  make  Gold  and 
Silver  ahundant  in  Kingdoms,  1613.  These  last  two  works 
were  written  to  show  the  loss  arising  from  arbitrary  debase- 
ment of  the  coinage  by  governments. 

At  the  beginning  of   the  seventeenth   century,  the    Mer- 
cantile   Fallacy   also   began   to    be    called   in 
Discussion  about  question  iu  England,   and   the  discussion  was 
Faufcyir*'^^     Started  by  the  ^East   India   Company.      They 
England.  imported  goods  from  India,  but  could  find  no 

Restrictions  on    market  there  for  English  goods,  so  they  had  to 

ortife^precimJT  ^^^^7  ^i^^^  ^il^^i'  or  not  at  aU.  The  Levant 
metals  relaxed  Company,  the  rival  of  the  East  India  Com- 
in  favour  of  the  pany,  on  the  other  hand,  bought  the  goods  it 
Company^  imported  in   Mediterranean   ports,  and   found 

a  ready  market  there  for  English  goods  to 
pay  for  them.  The  first  concession  allowed  to  the  East  India 
Company  was  a  permission  to  export  £30,000,  if  they  re- 
imported  within  six  months  of  the  termination  of  each  voyage 
the  same  amount  of  gold  and  silver. 

Sir  Dudley  Digges'  Defence  of  Trade,  1613,  defended  the 

.  trade  with  India,  in  spite  of  the  export  of  the 

Digges  ^^       precious  metals,  on  account  of  the  cheapening 

of  Indian  goods  it  brought  about. 
Sir  Thomas  Mun's  Discourse  of  Trade  from  England  unto 

c-^  Ti,^  oivr  the  East  /??rft(?s,  1621,  and  his  petition,  entitled 
Sir  Tbomas  Mun.  ,'  '.^' 

England s  Ireasure  by  Jforngn  Irade,  presented 
to  Parliament  1628,  and  published  posthumously  in  1664, 
showed  that  the  Company's  imports  from  India  were  re-ex- 
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ported  to  other  countries,  and  so  more  Ijullion  was  brought  into 
England  in  return  for  them  than  was  paid  for  them  in  India. 

He  also  shows  that  the  imports  of  a  country  are  the  true 
measure  of  the  benefit  it  receives  from  foreign  trade,  and  that 
they  should  not  be  considered  of  comparatively  little  import- 
ance as  compared  with  the  exports. 

In  1663,  all  restrictions  in  England  on  the  export  of  bullion 
were  removed,  the  only  ol)ligation  being  to  enter  the  amount 
exported  at  the  Customs  House. 

The  importance  of  the  East  Indian  trade  to  England  is 
shown  by  the  number  of  early  treatises  on  political  economy 
connected  with  it. 

The  end  of  the  sixteenth  and  the  beginning  of  the  seven- 
teenth centuries  was  the  period  of  power  of  Maximilian  de 
Bethime,  Duke  of  Sully,  prime  minister  of 
SiiUy  the  first  Henry  IV.  of  France.  He  was  the  first  minister 
paid  much  atten-  who  set  himself  to  further  the  trade  of  his 
tion  to  Finance,  country  on  a  consistent  plan.  He  regarded 
tillage  and  pasturage  as  "  les  deux  mamelles," 
or  paps,  which  nourished  the  State,  and  devoted  himself  to 
patronising  agriculture  by — 

1.  Eelaxation  of  the  prohibitions  against  the  export  of  corn 

and  raw  produce,  and  diminution  of  the  taxes 
measiures        pressing  directly  upon   the  cultivators  of  the 

soil.  He  caused  five  million  livres  to  be  re- 
mitted from  the  Taille.  The  law  on  the  exportation  of  corn 
in  England  at  this  time  was  settled  by  15  C.  II.  c.  7;  corn 
might  be  exported  if  the  price  was  below  48s.  a  quarter,  and 
imported,  on  payment  of  a  duty  of  5s.  a  quarter,  if  the  price 
was  above  this  minmium. 

2.  He  reduced  by  half  the  taxes  on  the  internal  transport 
of  corn  imposed  by  the  Provincial  Estates. 

3.  He  discouraged  manufactures,  that  there  might  be  a  race 
of  agricultural  labourers  possessed  of  the  necessary  strength 
for  the  cultivation  of  the  soil. 

4.  He  projected  the  canal  of  Briare,  to  afford  facilities  for 
internal  transport  of  goods,  which  was  not  finished  till  1740, 
under  Louis  XV.  With  the  same  object  he  started  a  posting 
system  for  travellers,  and  placed  boats  which  plied  for  public 
passenger  traffic  on  all  the  navigable  rivers. 
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5.  He  committed  a  great  error  in  allowing  the  heavy  transit 
duties  on  goods  sent  from  the  Levant  to  Northern  Europe, 
which  used  to  pass  through  Marseilles  and  Lyons,  to  remain 
mu-oduced  and  without  any  distinction  in  favour  of  goods 
intended  for  consumption  in  France.  This  heavy  taxation 
eventually  diverted  the  trade  to  other  routes. 

The   Mercantile  Theory   is  connected  with   the  tlicory  of 

the  Balance  of  Trade,  which  led  statesmen  to 

Tiieoiy  of  the      concentrate  their  efforts  on  brintj-ino;  about  an 

Balance  of  c  i.  •  4.      i  e 

Trade.  cxcess   01   cxports  over  imports   by  means  or 

bounties  and  such  like  expedients,  so  that  a 
balance  of  payment  in  money  might  always  be  due  to  their 
own  country,  and  so  increase  the  amount  of  specie  it  pos- 
sessed. 

Colbert,  the  famous  finance  minister  of  Louis  XIV.,  is  the 

next  great  name  to  that  of  Sully  in  the  economic 
cial  measur^s^'   ^^istory   of  France,  but   he   differed  from   him 

in  favouring  manufactures  at  the  expense  of 
agriculture. 

1.  He  prohibited  the  exportation  of  agricultural  produce. 
The  result  of  this  was  that  a  large  amount  of  land  went  out 
of  cultivation,  and  a  dearth  followed,  bringing  about  the  rise 
of  price  which  he  wished  to  prevent. 

2.  The  customs,  which  were  hitherto  farmed  out  in  five 
branches,  were  combined  in  one  system,  and  the  tariff  was 
arranged  in  1664  so  as  to  promote  the  export  of  French  raw 
materials  and  manufactured  goods,  and  the  import  of  foreign 
raw  materials  needed  for  French  industries,  but  to  check 
the  importation  of  foreign  manufactured  goods.  The  Dutch 
imposed  retahatory  duties  on  French  spirits  and  manufactures 
till  the  French  gave  way,  and  free  trade  between  France 
and  Holland  was  sanctioned  by  the  treaty  of  Nimegueu, 
1678. 

3.  Colbert  offered  bounties  to  those  who  carried  on  com- 
merce by  sea,  or  formed  new  companies,  or  introduced  new 
manufactures.  He  allowed  the  free  export  of  gold  and  silver. 
He  abolished  the  Droit  d'Aubaine  at  Marseilles,  by  which 
the  goods  of  merchants  dpng  in  the  town  unnaturalised 
escheated  to  the  crown,  in  order  to  induce  Levant  merchants 
to  settle  there.     He  estabhshed  free  ports  for  the  deposit  of 
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foreign  merchandise  which  might  be  exported  thence  duty 
free.  He  lessened  the  transit  duties  on  foreign  produce  pass- 
ing through  Trance,  and  projected  the  canal  of  Languedoc  to 
unite  the  Atlantic  and  Mediterranean  seas. 

4.  It  was  thought  that  the  value  saved  by  France  becoming 
a  manufacturer  of  all  sorts  of  goods,  and  not  depending  on 
foreign  imports,  would  compensate  the  agriculturist  for  the 
loss  of  his  market  abroad. 

5.  Colbert  gave  France  its  first  code  of  commercial  law  in 
the  Ordonnance  de  la  Marine,  1572. 

Harrington's  Oceana,  1656,  is  remarkable  for  the  way  in 
which   it  traces   the   connection   between   the 
Oceana    '^  ^       distribution  of  power  and  the  distribution  of 
wealth. 
Sir  William  Petty  is  the  first  English  writer  on  political 
economy  of  any  real  note  ;  he  wrote  a  Treatise  on 
Pg^^  Taxes  and  Contributions,  1667,  in  which  he  enun- 

ciated the  prmciple  that "  labour  is  the  father  and 
active  principle  of  wealth,  as  lands  are  the  mother."  His  other 
works  were  Qiumtulumcimqite,  1682,  written  to  combat  the 
idea  that  an  unfavourable  balance  of  trade  drained  England  of 
her  wealth,  and  an  Essay  on  Political  Arithmetic,  1699.  This 
essay  was  the  first  attempt  to  use  statistics  for  eonomic  pur- 
poses. Statistics  are  collections  of  facts  capable  of  expres- 
sion in  a  numerical  or  tabular  form. 

Sir  Josiah  Child's  Brief  Observations  concerning  Trade  and 

the  Interest  of  Honey,  1668,  contains  the  curious 

Child  ^^^  error  that  the  low  rate  of  interest  prevalent  in 

Holland  is  the  ccmsa  causans  of  the  commercial 

prosperity  of  the  Dutch,  and  that  the  rate  of  interest  should 

be  fixed  by  the  Government  of  the  country. 

The  year  1672  was  the  year  of  the  closijigof  the  Exchequer 
by  Charles  II.  at  the  advice  of   his  minister. 
Closing  of  the       Clifford.     By  this  measure  Charles  stopped  the 
Excheqixer.  payment  of  principal  or  interest  on  the  loans 

advanced  by  the  London  goldsmiths  to  Govern- 
ment, These  loans  had  been  made  by  the  goldsmiths  out  of 
the  sums  placed  on  deposit  with  them;  in  this  custom  of 
receiving  money  on  deposit,  the  goldsmiths  were  the  direct 
predecessors  of  modern  banks.     This  debt  of  £1,328,526  was 
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taken   oA'or   Ly   the  Soiilli  Soa  Company,  and  subsequently 
became  ]xirt  of  the  National  Debt. 

Sir  William  Temple,  in  1G73,  wrote  an  Essay  on  the  Trade 

of  Ireland,  which  shows  that  the  author  was 
Temple  '^^      ^^^^^  infected  with  the  fallacious  doctrine  of  the 

balance  of  trade. 
Locke's  two  Treatises  on  Civil  Government,  1690,  contains 

the  first  attempt  at  a  theory  of  value  :  "  Of  the 
John  Locke,     products  of  the  earth  useful  to  the  life  of  man, 

nine-tenths  are  the  effects  of  labour ;  nay,  if  we 
will  rightly  consider  things  as  they  come  to  our  use,  and  cast  up 
the  several  expenses  about  them,  what  in  them  is  purely  owing 
to  nature,  and  what  to  labour,  we  shall  lind  that,  in  most  of  them, 
ninety-nine  hundredths  are  to  be  put  on  the  account  of 
labour."  They  are  also  important  "  as  the  expression  of  the 
rights  of  the  indi^^dual,  both  political  and  social,  to  be  governed 
according  to  his  own  ideas,  and  to  be  secured  in  the  control  of 
Ills  own  property." 

Locke's  Tracts  on  money  prevented  the  deliasement  of  the 
coinage,  which  was  in  contemplation  before  Sir  Isaac  Newton 
restored  it  to  its  former  value  in  1695.  Their  full  title  is, 
Considerations  on  the  lowering  of  Interest  and  raising  the  value 
of  Money,  1691,  and  Further  Consideredions.  They  plainly 
maintain  the  mercantile  fallacy,  "  Gold  and  silver,  though 
they  serve  for  few,  yet  command  all  the  necessaries  of  life, 
and  in  plenty  of  them  consists  riches."  "  Eiches  consist 
in  a  plenty  of  gold  and  silver,  that  is  in  ha\Tng  more  in  pro- 
portion of  these  metals  than  the  rest  of  the  world  or  our  neigh- 
bours." Locke  is  in  error,  on  the  question  of  the  value  of 
money,  that  it  depends  upon  "  that  estimate  which  common 
consent  has  placed  upon  it." 

He  seems  to  have  anticipated  the  physiocrats  in  the  follow- 
ing opinion :  "  Taxes,  however  contrived,  and  out  of  whose 
hands  soever  immediately  taken,  do  in  a  country  where  the 
great  fund  is  in  land  for  the  most  part  terminate  upon  land." 
This  reminds  us  of  the  impot  unique. 

That  versatile  author,  Daniel  Defoe,  offered  his  contribu- 
D    •  1  D  f       ^^^^    ^^    economics    in    his    Giving   cdms    no 

charity,  in  which  he  shows  the  prejudicial  effect 
of    indiscriminate    almsgiving.       His    Tour    through    Great 
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Britain,  1724-25,  gives  a  valuable  account  of  the  manufac- 
turers on  a  small  scale  who  followed  the  domestic  system  of 
production.  He  wrote  before  the  north  of  England  had 
attracted  to  itself  the  largest  share  of  the  population,  and  says 
of  England  south  of  the  Trent  that  it  is  "  by  far  the  largest 
as  well  as  the  richest  and  most  populous"  portion  of  the 
country. 

About  this  time  originated  one  of  the  great  financial  insti- 
tutions of  the  world — the  Bank  of  England. 
England!"  °^  In  1694,  Montague,  Chancellor  of  the  Ex- 
chequer, borrowed  £1,200,000  for  the  purposes 
of  the  Government,  and  caused  the  creditors  of  Government, 
who  had  lent  the  money,  to  be  incorporated  as  the  Bank  of 
England.  The  loan  to  Government  was  treated  as  part  of  the 
bank's  capital,  and  the  interest  at  8  per  cent,  secured  on  the 
taxes.  The  Bank  of  England  was  formed  on  the  plan  of 
William  Paterson ;  it  traded  in  bullion  and  bills  of  exchange, 
and  received  money  on  deposit,  and  lent  it  out  at  interest. 
The  stability  of  the  Bank  of  England  has  been  in  a  great 
measure  owing  to  "  the  Eest,"  a  guarantee  fund  formed  out 
of  surplus  profits  in  the  first  quarter  of  the  last  century. 
In  1742,  it  was  given  the  profitable  monopoly  of  the  right  of 
issuing  JDank  notes.  The  Bank  of  England  was  a  AVhig  insti- 
tution ;  the  Tories  supported  its  rival,  the  Land  Bank.  The 
object  of  this  bank  was  to  lend  money  on  landed  security, 
the  theory  being  that  every  one  who  had  real  property  should 
have  besides  the  use  of  paper  money  up  to  the  full  value  of 
his  property.  Its  originators,  John  Briscoe  and 
Land  Bank^^''  Hugh  Chamberlayne,  considered  that,  if  an 
estate  worth  £1000  was  pledged  to  the  bank 
ior  100  years,  paper  money  up  to  £100,000  might  be  issued 
on  security  of  it,  regardless  of  the  fact  that  the  fee  simple 
of  land  does  not  sell  for  more  than  twenty  years'  purchase. 
Chamberlayne  undertook  to  raise  £8000  on  every  freehold 
estate  of  £150  a  year  "brought  into  the  bank,"  without  dispos- 
sessing the  freeholder,  though  the  fee  simple  of  such  an  estate 
would  only  sell  for  £3000.  The  bank  was  to  advance  two 
and  a  half  million  pounds  to  Government  at  74  per  cent.,  but 
the  subscriptions  never  amounted  to  more  than  £7500,  and 
the  enterprise  failed. 
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The  fallacies  of  John  Law  of  Lauriston,  1671-1720,  in  con- 
_  .       iioction  with  the  issue  of  paper  money,  merit 

ot'^Papei'Mou^y.  ^ome  consideration.  Law's  theories  are  given 
in  his  Moncji  and  Trade,  considered  iviih  a  Pro- 
posal for  Snpplyinij  the  Nation  imth  Money,  1705.  He  con- 
sidered money  not  the  resnlt,  bnt  the  cause  of  wealth.  To 
increase  the  stock  of  money  by  a  properly  regulated  paper 
currency  must  be  beneficial.  He  proposed  to  concentrate  the 
management  of  foreign  trade  and  internal  finance  in  the  hands 
of  a  huge  monopolist  corporation  carrying  on  business  with 
paper  money.  This  scheme  he  eventually  realised  in  his 
Eoyal  Bank  and  Trading  Company  of  the  Indies  in  France. 
He  conceived  the  idea  that  it  was  possible  for  a  nation  to 
make  two  uses  of  the  same  capital,  as  the  banker  lends  the 
capital  deposited  with  him  to  be  used  productively,  and  the 
depositor  often  makes  use  unproductively  of  the  credit  of  the 
banker,  with  whom  he  has  deposited  his  money,  by  means  of 
cheques  or  notes.  Law  wished  to  establish  an  inconvertible 
paper  currency,  and  he  maintained  that  it  would  be  beneficial 
on  the  following  grounds  : — 

1.  Paper  money  maintained  at  par  with  specie  would  not 
fluctuate  in  value  so  much  as  the  precious  metals,  and  would 
be  an  equally  good  common  measure  of  value. 

2.  Paper  money  is  more  easy  to  coimt  and  transport  than 
metallic  money. 

3.  Tlie  material  of  paper  money  costs  nothing,  thereby 
saving  the  community  the  cost  of  production  of  the  precious 
metals. 

4.  Paper  money  is  not  exported,  and  its  quantity  can  be 
easily  regulated  to  suit  changes  in  the  demand. 

Law  revived  the  project  of  a  Land  Bank  in  Scotland,  1705. 
He  proposed  to  issue  paper  money  on  the  secu- 

Bank  ^^  ^'^^^  ^^  \QM(i  assigned  to  the  forty  commissioners 
appointed  by  the  Parliament  of  Scotland.  The 
land  was  to  be  valued  at  twenty  years'  purchase,  according  to 
what  would  be  given  for  it  in  silver  money,  and  was  to  be 
redeemable  in  a  term  of  years.  It  was  contended  that  other 
goods,  if  made  the  security  for  paper  money,  might  lose  their 
value  on  a  change  of  fashion,  but  that  land  might  always  be 
turned  to  account.     This  theory  neglects  the  fact  that  the 
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security  of  silver  is  that  of  so  much  past  labour,  that  of  land 
is  the  security  of  an  instrument  of  production,  requiring  the 
combined  employment  of  actual  produce,  such  as  seed  and 
tools  and  human  labour. 

If  land  is  enclosed  and  cleared,  it  is  realised  capital,  but 
liable  to  deteriorate  in  value  from  natural  causes,  unless  fresh 
labour  and  capital  are  employed  on  it.  If  money  be  issued 
on  the  security  of  land,  it  is  only  the  mortgage  of  eventual 
capital.  The  issue  of  notes  on  the  security  of  land  also  failed 
in  the  case  of  the  French  Eevolutionary  Assignats. 

Law  retired  to  France  when  his  schemes  failed  in  Scotland, 
and  in  1716  founded  the  General  Bank,  which  issued  notes 
payable  on  demand  in  livres  of  a  fixed  fineness  of  metal  and 
weight.  The  capital  of  this  bank  was  1200  shares  of  5000  livres, 
and  as  three-fourths  of  its  share  capital  might  be  paid  for  in 
billets  d'Etat  or  State  paper,  it  absorbed  a  considerable  portion 
of  the  paper  money  in  circulation,  and  so  raised  the  credit  of 
Government.  In  1717,  these  notes  were  ordered  to  be  received 
by  all  revenue  officers  in  payment  of  State  dues,  and  to  be 
cashed  on  demand.  Notes  were  to  be  issued  to  those  who 
required  circulating,  and  bank  stock  to  those  who  wished  for  a 
means  of  investment.  Notes  were  to  be  exchanged  for  stock 
when  they  became  redundant. 

Law  wished  that  his  bank  should  manage  the  public 
revenues,  make  all  State  payments,  and  negotiate  all  State 
loans. 

In  1717  the  Company  of  the  West  was  set  on  foot ;  it  pos- 
sessed the  sovereignty  of  Louisiana  and  Illinois,  the  exclusive 
right  of  trade  between  these  countries  and  France  for  twenty- 
five  years,  and  the  monopoly  of  the  beaver  trade.  This  was 
called  the  Mississippi  Scheme.  The  capital  of  this  Company 
was  100  million  livres,  in  200,000  shares  of  500  livres  each, 
payable  in  State  notes  ;  but  as  these  were  at  a  discount  of  75 
per  cent.,  the  capital  really  amounted  to  only  about  250  million 
livres  in  sterling. 

In  1719  the  bank  became  a  royal  bank,  issuing  notes  pay- 
able on  demand  in  current  coin ;  but  as  the  State  had  just 
issued  a  coinage  debased  ^  in  value,  these  notes  were  ^  less  in 
value  than  those  of  Law's  banks. 

The  Company  of  the  West  acquired  the  rights  of  the  mer- 
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t'liiuits  of  St  ]\ralo  trading  to  the  West  Indies,  and  of  the 
Company  of  Senegal  trading  to  Africa,  and  was  reconstituted 
as  the  Company  of  the  Indies,  with  an  additional 
irthe"£idiS^'"'^^^M^ital  of  50,000  sliares  of  500  livres  each.  The 
hank  took  a  lease  of  the  Mint  for  nine  years, 
and  of  the  Customs,  and  lent  1500  million  livres  to  the  State 
at  3  per  cent. 

In  1720  the  Bank  and  Company  of  the  Indies  were  amal- 
gamated, and  Law  was  made  Counsellor  of  State  and  Con- 
troller of  the  Finances. 

All  these  additions  to  its  husiness  required  new  issues  of 
State  notes,  which  were  at  a  huge  discount  as  compared  with 
their  nominal  value.  Nevertheless,  in  November  1719,  the 
whole  of  the  shares  of  the  Company  of  the  Indies,  a  nominal 
value  of  300  million  livres,  had  a  market  price  of  12,000  million 
livres.  To  pay  5  per  cent,  on  this  required  an  annual  income 
of  500  million  livres,  hut  the  whole  income  of  the  Company 
could  only  pay  5  per  cent,  on  the  original  capital  of  1677 
million  livres.  In  spite  of  this.  Law  promised  an  annual  in- 
come of  200  livres  from  each  share  of  500  livres  ;  and  as 
these  had  been  paid  for  in  depreciated  State  money,  such 
an  income  would  have  been  equivalent  to  a  profit  of  120 
per  cent. 

The  sclieme  failed  on  account  of  the  inconvertibility  of  the 
notes  into  cash,  except  at  an  enormous  loss,  on  account  of  their 
being  issued  out  of  all  proportion  to  the  security.  Share- 
holders converted  their  shares  into  notes,  to  exchange  them 
for  money,  and  a  run  on  the  bank  took  place.  It  was  attempted 
to  keep  the  notes  in  circulation  by  forbidding  gold  to  circulate 
at  all,  and  silver  was  only  allowed  to  pass  current  in  small 
quantities.  The  crash  was  accelerated  by  the  order  of  the 
Eegent  Orleans,  March  1720,  reducing  the  value  of  the  original 
shares  of  500  h\Tes  to  9000  livres,  instead  of  20,000,  which 
was  the  extreme  limit  of  price  they  touched  in  December  1719. 
The  final  blow  was  given  by  the  order  of  the  same  authority 
(May  1720),  which  reduced  the  notes,  and,  consequently,  the 
shares,  to  half  their  nominal  value.  The  Bank  was  not  neces- 
sarily bound  to  the  Trading  Company  of  the  Indies  ;  and  had 
the  connection  been  severed,  and  its  note  issue  been  limited, 
it  might  have  survived.    The  edict  of  March  1720,  which  made 
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the  shares  of  the  Company  convertible  into  notes  of  the  Bank, 
ruined  the  Bank  without  saving  the  Company. 

The  success  of  the  East  India  Company  made  the  Scotch 
anxious  to  found  a  trading  company  of  their  own,  and 
a  site  was  fixed  on  for  its  operations  by  Robert  Paterson, 
founder  of  the  Bank  of  England,  on  the  Isthmus  of  Darien. 
In  1695  this  trading  company  was  constituted  by  an  Act  of 
the  Scotch  Parliament  as  the  African  Company,  and  given 
power  to  make  settlements,  build  fortifications,  and  contract 
alliances  in  Asia,  Africa,  or  America.  The  enterprise  failed, 
owing  to  the  jealousy  of  the  Spaniards,  ignorance  of  the 
countries  to  be  traded  with,  and  consequent  ill  assortment  of 
the  goods  taken  out  from  England  for  purposes  of  trade  to 
the  needs  of  tropical  countries,  and  the  deadly  nature  of  the 
climate  of  Central  America. 

In  1711  the  South  Sea  Company  was  formed  to  trade  with 
the  Spanish  American  colonies,  a  privilege  granted  to  England 
by  the  subsequent  Peace  of  Utrecht,  along  with  the  asiento 
or  right  of  supplying  the  Spanish  colonies  with  negro  slaves. 
The  Company  lent  ten  million  pounds,  and  allowed  the  debt 
to  be  fmided  at  6  per  cent,  in  return  for  a  monopoly  of  the 
trade  to  South  America  and  the  Pacific  Coast  of  North 
America.  In  1717  they  lent  another  five  million  pounds  to 
Government,  and  in  1720  they  agreed  to  take  over  thirty-five 
million  pounds  of  Government  annuities,  and  to  persuade  the 
holders  to  take  in  exchange  South  Sea  stock.  This  company 
failed,  because  its  capital  was  sunk  in  procuring  concessions 
and  in  lending  money  to  Government ;  there  was  none  left  to 
trade  with. 

The  eighteenth  century  is  the  era  of  wars  for  trading  pur- 
poses. War  was  no  longer  made  for  the  spread- 
Eighteenth  _  ing  of  particular  systems  of  religion,  or  for  the 
of^ommerciai  aggrandisement  of  dynasties,  but  to  reap  com- 
wars.  mercial  advantages.     "  It  cannot  be  denied  that 

mistaken  views  of  commerce,  like  those  so  fre- 
quently entertained  of  religion,  have  been  the  cause  of  many 
wars  and  much  bloodshed."  ^ 

"  Mistaken  views  of  commerce  have  made  each  nation  re- 
gard the  welfare  of  its  neighbours  as  incompatible  with  its 
1  W  GnWoch^s  Principles  of  Political  Economif,  p.  140. 
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oNYu ;  honco  the  reciprocal  desire  of  injuring  and  impovcrisli- 
ing  cacli  other ;  and  hence  that  spirit  of  commercial  rivalry 
uhieli  has  been  the  immediate  or  remote  cause  of  the  great 
number  of  modern  ^vars."  ^ 

It  is  the  work  of  political  economy  to  dissipate  these 
erroneous  ideas,  and  so  to  contribute  to  the  security  of  peace. 

To  resume  the  account  of  the  literature  of  political  economy 
in  England.     Sir  Dudley  Xorth's  Discourses  on 

North"'^^^^        r?rf(/(^  1G97,  argue  against  the  theory  of  the 

balance   of   trade.     "  Money  is  a   merchandise 

whereof  there  may  be  a  glut  as  well  as  a  scarcity,  and  that  even 

to  an  inconvenience."    "People  cannot  want  money  to  serve  the 

ordinary  dealing,  and  more  than  enough  they  will  not  have." 

"  The  whole  world  as  to  trade  is  but  one  nation  or  people, 
and  therein  nations  are  as  persons.  The  loss  of  a  trade  with 
one  nation  is  not  that  only  separately  considered,  but  so  much 
of  the  trade  of  the  world  rescinded  and  lost,  for  all  are  bound 
together.  There  can  be  no  trade  unprofitable  to  the  x^^^^^lic, 
for  if  any  prove  so,  men  leave  it  off,  and  wherever  traders 
thrive,  the  public,  of  which  they  are  a  part,  thrive  also.  To 
force  men  to  deal  in  any  prescribed  manner  may  profit  such 
as  happen  to  serve  them,  but  the  public  gains  not,  because  it 
is  taldng  from  one  subject  to  give  to  another." 

An  anonymous  tract.  Considerations  on  the  East  India  Trade, 
Considerations  1701,  is  devoted  to  pro^diig  that  if  the  imported 
on  East  Indian  Indian  silk  ruined  the  English  silk  manufactiu-e, 
^^^*^^-  the  English  labour  devoted  to  the  production  of 

silk  could  be  profitably  diverted  to  other  employment. 

Sir  "William  Davenaut,  Inspector-General  of  Exports  and 
.  .  Imports,  wrote  an  Essay  on   the    East   India 

Davenant^^  Trade,  1696,  and  an  Essay  on  the  probable  ways 
of  making  the  people  gainers  in  the  balance  of 
trade.  He  approaches  the  correct  view  of  wealth.  "  Gold 
and  silver  are  indeed  the  measure  of  trade,  but  the  spring 
and  original  of  all  wealth  in  all  nations  is  the  natural  or 
artificial  products  of  the  country,  i.e.,  what  its  land  or  labour 
produces." 

He  thus  defines  the  object  of  political  economy :  "  The 
prmcipal  object  of  tliis  science  is  to  secure  a  certain  fund  of 
^  M'CuUocli's  Principles  of  Political  Economy,  pp.  37,  38. 
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subsistence  for  all  the  inluiLitants,  to  obviate  eveiy  circviiu- 
stance  which  may  render  it  precarious,  to  provide  everything 
necessary  for  supplying  the  wants  of  the  society,  and  to 
employ  the  inhabitants  in  such  a  manner  as  to  naturally 
create  reciprocal  relations  and  dependencies  between  them,  so 
as  to  make  their  several  interests  lead  them  to  supply  one 
another  with  their  reciprocal  wants." 

Sir  Eobert  Walpole  was  the  first  Prime  Minister  to  devote 
Walpoie  as  a  himself  Systematically  to  the  improvement  of 
Finance  commerce.     In  1720  the  king  announced,  in  a 

Minister.  speech  from  the  throne,  that  nothing  would  be 

more  advantageous  to  the  improvement  of  trade  "  than  to 
make  the  exportation  of  our  own  manufactures,  and  the 
importation  of  the  commodities  used  in  the  manufacturing  of 
them,  as  practicable  and  easy  as  may  be."  In  pursuance  of 
this  policy,  he  took  off  the  duties  from  more  than  100  British 
exports  and  from  nearly  40  articles  of  importation.  In  1730 
he  allowed  Georgia  and  North  and  South  Carolina  to  export 
rice  direct  to  Europe,  and  abolished  the  restriction  that  it 
must  necessarily  pass  through  an  English  port. 

In  1733  Walpoie  brought  forward  his  proposal  for  creating 
bonded  warehovises,  in  which  merchants  might  deposit  goods  till 
required  for  consumption  without  paying  any  tax,  and  for  col- 
lecting the  taxes  on  spirits,  tea,  coffee,  wine,  and  tobacco,  in  the 
form  of  excise  throughout  the  kingdom,  instead  of  in  the  form 
of  customs  at  the  ports  of  import.  He  wished  to  keep  the 
necessaries  of  life  and  the  raw  materials  of  mdustry  abso- 
lutely untaxed.  The  proposal  for  bonded  warehouses  would 
have  made  London  a  free  port,  and  doubled  English  trade, 
and  the  excise  proposal  would  have  greatly  increased  the 
revenue,  but  both  proposals  were  thrown  out,  mainly  on 
account  of  the  jealousy  of  the  army  of  officials  they  would  have 
necessitated. 

Josiah  Tucker,  Dean  of  Gloucester,  was  the  author  of  the 
following  writings  havmg  reference  to  economics  :  Ussmj  on 
French  and  English  Trade  (1750),  Questions  on  Commerce 
(1755),  and  the  Elements  of  Commerce  a^icl  the  Theory  of 
Taxes,  written  for  the  education  of  the  Prince  of  Wales  (after- 
wards George  IV.).  Tucker  was  an  advocate 
Josia      uc  er.    ^^  YvQQ  Trade,  and  recommended  that  America 

0 
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should  1)0  allowoil  to  l)o  iiidopcmlont.  "  What  will  he  gained 
by  coiKiuering  America  ?  "  he  asks.  "  Xot  an  increase  of  trade, 
that  is  inipossihle,  for  a  sho}ikee])er  will  never  get  more  custom 
by  heating  his  customers,  and  what  is  true  of  a  shopkeeper  is 
also  true  of  a  shopkeepiiig  nation."  America  will  only  trade 
with  England  as  long  as  she  can  get  the  best  market  for  her 
commodities  there.  A  war  for  commercial  purposes  between 
two  parts  of  the  same  empire  is  therefore  an  absurdity. 

Sir  James  Steuart  wrote  an  Enquiry  concerning  the  Prin- 
ciples of  Politiecd  Economy,  1766 ;  but  his  book 

Steuar™^^  does  not  occupy  an  important  place  in  the 
history  of  the  gradual  development  of  the 
science. 

In  our  survey  of  political  economy,  two  names  in  France 
deserve  passing  mention — they  are  those  of  Pierre  le  Pesant, 
Seigneur  de  Bois-Guilbert,  and  of  Marshal  Yaul^an. 

De  Bois-Guilbert  published  in  1697  his  Detail  de  France,  a 
sort  of  economic  handbook  descriptive  of  the  country  and 
upholding  mercantilist  principles.  Other  works  of  the  same 
author  are  a  Treatise  on  the  Nature  of  Grains,  and  on  the 
Trade  Tlierein  ;  Dissertations  on  the  Natiire  of  Riches,  of  Money, 
and  of  Tributes;  Essciy  on  the  Scarcity  of  Silver. 

In  1707,  Marshal  Vauban  published  Projet  d'un  dixme 
Boyale,  or  plan  for  making  all  kinds  of  income  contribute 
equally  to  the  necessities  of  the  State,  by  means  of  a  tax 
called  the  Eoyal  Tenth.  He  puts  forward  the  famous  prin- 
ciple that,  if  the  peasants  are  poor,  the  kingdom  is  poor ;  if 
the  kingdom  is  poor,  the  king  is  poor. 

The  Physiocratic  School  of  political  economists  in  France 
The  Phvsiocratic  clerived  their  name  from  Dupont  de  Xemours' 
School,  also  book,  published  1768,  Physioeraey,  or  the  Katural 

called  the  Constitution  of  Government  the  most  advantageous 

Economis  .  ^^  ^-j^^  Human  Pace.    Physioeraey  means  govern- 

ment according  to  nature,  and  the  physiocrats  held  that,  if 
their  maxims  were  followed,  there  would  be  in  economic 
matters  a  return  to  the  pristine  state  of  nature  for  which 
Eousseau  yearned,  and  a  desire  for  which  is  expressed  in  the 
Stoic  conception  of  duty — to  live  conformably  to  nature.  The 
members  of  this  school  were  sometimes  called  the  economists. 
Amongst  them  the  best  known  are  Francis  Quesnay,  physician 
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of  Loiiis  XV.,  1694-1774,  author  of  a  Treatise  on  Natural 
Law ;  llie  Economic  Picture,  with  its  explanation  or  analysis  of 
the  Royal  Economies  of  Sully,  to  which  is  attached  the  motto 
from  Vauban's  writings,  "  Pauvre  paysans,  pauvre  royaume, 
pauvre  royaume,  pauvre  roi " ;  The  General  3£axims  for  the 
Economical  Government  of  an  Agricultural  Kingdom,  1758, 
and  the  article  on  "  Farms  and  Grains  "  in  the  Encyclopccclia 
of  Diderot  and  D'Alembert,  1755. 

Quesnay  was  more  a  believer  in  the  projects  of  Sully 
than  in  those  of  Colbert,  whom  he  considered  Italian  in  his 
sympathies.  In  his  Maxims  he  denies  that  the  nation  suffers 
any  loss  by  trading  with  foreigners,  and  exposes  the  fallacy  of 
the  balance  of  trade.  His  advice  is — "  Let  entire  freedom  of 
commerce  be  maintained ;  for  the  regulation  of  commerce, 
both  internal  and  external,  the  most  sure,  the  most  exact,  the 
most  profitable  to  the  nation  and  to  the  state,  consists  in 
entire  freedom  of  competition." 

Eobert  James  Turgot,  1727-81,  finance  minister  of  Louis 
XVI.,  1775-76.  He  wrote  Reflections  on  the  Formation  and 
Distrihutioii  of  Riches. 

Dupont  de  Nemours,  1739-1817,  besides  the  book  men- 
tioned above,  wrote  a  treatise  On  the  Exportation  and  Im-porta- 
tion  of  Grains. 

Lemercier  de  la  Eiviere,  author  of  The  Naturcd  and  Essential 
Order  of  all  Political  Societies,  1767.  "  Property,  security, 
liberty,  these  comprise  the  whole  social  order ;  the  right  of 
property  is  a  tree,  of  which  the  institutions  of  society  are  the 
branches." 

John  Claud  Marie  Vincent,  Sieur  de  Gournay,  1712-59. 
He  considers  the  objection  against  commerce,  that  it  is  unpro- 
ductive, untenable. 

Victor  Mirabeau,  1715-89,  father  of  the  famous  orator. 
His  works  on  this  subject  were  The  Friend  of  Men,  or  a 
Treatise  on  Popidation,  1756,  Theory  of  Taxation,  1760,  The 
Economists,  1760,  and  Rural  Philosophy,  or  the  General  and 
Politiccd  Economy  of  Agrieidture. 

Other  names  sometimes  mentioned  in  connection  with  the 
school  are  those  of  the  Abbe  Baudeau,  author  of  the  Intro- 
duction to  Economic  Philosophy,  and  Le  Trosne. 

Voltaire  was  in  sympathy  with  the  opinions  of  the  econo- 
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mists,  especially  in  the  matter  of  Free  Trade,  wliicli  he  held 
should  be  \iniversal.  According  to  Buckle,  Voltaire  has  anti- 
cipated JMalthus  in  the  relation  that  he  draws  between  the 
increase  of  population  and  the  increase  of  food. 

The  physiocratic  doctrines  are  first  found  in  an  essay  On 
the  Xatior  of  Co))i))ic)rc  in  General,  written  by  an  author  of 
the  name  of  Cantillon,  in  1755.  According  to  them,  the  earth 
was  the  only  source  of  riches.  Agriculture  alone  produces  a 
sm-plus  of  wealth  over  and  above  what  is  necessary  to  main- 
tain its  labourers,  so  that  wealth  from  agriculture  increases 
without  its  being  necessary  for  the  labourers  to  deprive  them- 
selves of  any  part  uf  their  subsistence. 

jMcrchants  and  manufacturers  merely  reproduce  funds  equal 
in  value  to  the  supplies  provided  for  their  support  by  agricul- 
ture ;  hence  in  trade  or  manufacture  there  is  no  net  produce. 
It  follows  that  the  wealth  of  a  trading  or  manufacturing  com- 
mimity  cannot  increase,  unless  the  labourers  go  without  a 
portion  of  the  funds  necessary  for  their  maintenance,  so  as  to 
provide  a  means  for  saving.  This  view  was  also  shared  by 
Montesquieu,  who  has  a  chapter  in  his  tSjnrit  of  the  Laws, 
headed  "  To  some  nations  it  is  disadvantageous  to  trade." 

The  surplus  realised  by  agriculture,  after  repapng  the 
capital  invested  in  it,  is  the  disposable  capital  of  the  country. 
On  this  account  all  existing  taxes  were  to  be  repealed,  and 
the  impot  unique,  or  single  tax,  le^ded  direct  upon  the  pro- 
duce of  laud.  In  all  other  things  the  physiocrats  wished  for 
complete  freedom  of  industry.  Their  maxim  was  "  laisser 
faire,  laisser  passer," — let  every  one  make  what  he  liked,  and 
take  his  labour  and  his  goods  to  whatever  market  he  liked. 
They  considered  it  of  especial  importance  that  industry  should 
be  free  from  the  vexatious  interference  of  internal  tolls  that 
was  so  common  in  France  at  the  time.  Government  should 
not  interfere  with  industry.  Dictation,  like  that  to  the  cloth- 
makers,  of  what  size  and  pattern  they  were  to  make  theu" 
cloths,  was  particularly  prejudicial  to  the  development  of  trade. 

There  is  a  certain  law  of  nature,  distinguished  by  simplicity 
and  harmony,  wdiich  consists  of  the  sentiments  naturally  innate 
in  every  mind,  being  implanted  there  by  God  for  the  guidance 
of  human  life ;  hence  it  is  said  to  be  that  "  which  natural 
reason  appoints  for  all  mankind."     The  laws  of  the  country 
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were  to  be  first  brought  into  accordance  with  this  law  of 
nature,  and  then  Quesnay  advised  the  Dauphin  "  to  do  nothing 
but  let  the  laws  rule." 

It  has  been  pointed  out  that  the  year  177G  is  the  year  of 
the  publication  of  the  Wealth  of  Nations,  and  of  the  refutation 
of  the  previous  English  colonial  policy  by  tlie  Declaration  of 
the  Independence  of  America.  Our  colonial  trade  was  jealously 
confined  to  England,  till  Walpole,  in  1723,  allowed  Georgia 
and  the  Carolinas  to  export  rice  direct  to  Europe.  The 
colonials  could  raise  the  raw  materials  of  silk  and  linen,  and 
manufacture  them  for  their  own  use,  but  not  for  other  mar- 
kets. The  trade  in  iron  and  furs,  including  hats,  in  which 
the  colonies  possessed  special  natural  advantages,  were  dis- 
couraged. 

The  first  two  books  of  the  Wealth  of  Nations  deal  with 
economic  theory,  and  with  the  circumstances 
Yl22^QQ^^  '  of  production  and  distribution.  The  wealth  of 
a  country  is  the  annual  produce  of  its  land  and 
labour,  and  each  nation  supplies  itself  with  necessaries 
and  conveniences  by  means  of  this ;  labour  is  "  the  real 
measure  of  the  exchangeable  value  of  all  commodities."  An 
Contents  of  the  explanation  of  the  division  of  labour  and  of  its 
"Wealth  of  advantages  follows.  Wages  are  the  reward  of 
Nations."  labour,  and  their  inequality  in  various  trades 

is  accounted  for.  He  next  describes  profit.  The  book  ends 
with  a  description  of  rent,  but  his  statement  that  all  land 
which  grows  food  must  yield  rent  is  erroneous. 

The  second  book  deals  with  "  the  nature,  accumulation,  and 
improvement  of  stock."  Capital  is  divided  into  (1)  Fixed ; 
(2)  Circulating.  Under  the  former  head  are  classed  machines, 
buildings,  agricultural  improvement,  and  personal  capital  (the 
abilities  of  the  members  of  society).  Under  the  latter  head 
are  classed  money,  provisions,  materials,  and  completed  work. 

Labour  is  (1)  Productive;  (2)  Unproductive;  and  the 
distinction  between  these  two  kinds  of  labour  is  ex- 
plained. 

There  are  four  methods  for  the  employment  of  capital. 

1.  Procuring  the  food  of  society. 

2,  Preparing  I'aw  produce  for  the  use  of  society,  e.g.,  in 
the  manufactory  of  goods. 
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3.  Transport  of  the  raw  or  manufactured  produce  from  the 
place  whore  it  is  abundant  to  the  place  where  it  is  wanted, 
i.e.,  the  carrying  trade. 

4.  Keeping  small  portions  of  manufactured  or  raw  produce 
on  sale  to  suit  the  occasional  needs  of  those  requiring  them, 
i.e.,  the  retail  trade. 

Smith  considers  that  agriculture  possesses  this  special 
advantage,  among  the  employments  to  which  man  can  devote 
himself,  that  "nature  labours  along  with  man,"  and  repro- 
duces the  capital  of  the  farmer  with  profit  and  rent. 

Cliffe  Leslie  shows  that  the  third  and  fourth  books,  in  logical 
order,come  before  the  firstand  second,as  they  contain  the  induc- 
tion on  which  is  based  the  conclusion  that  the  State  has  only 
to  protect  individual  liberty,  and  labour  (or  the  natural  effort 
of  every  individual  to  better  his  own  condition)  will  supply 
all  the  necessaries  and  conveniences  of  life,  will  divide  its 
functions  spontaneously  in  the  best  manner,  and  will  distri- 
bute its  produce  in  a  natural  order,  and  with  equality. 

In  the  third  book  the  author  studies  the  development  of 
the  various  forms  of  industry  among  the  various  nations  of 
Europe,  the  natural  order  being — (1)  Agriculture;  (2)  Manu- 
facture ;  (3)  Wholesale  Trade  :  (A)  Home  Trade ;  (B)  Carrying 
Trade.  In  some  nations  the  industry  of  the  comitry  receives 
the  greater  encouragement,  in  others  the  industry  of  the  towns. 

The  fourth  book  deals  with  systems  of  political  economy, 
and  contains  the  attack  on  the  mercantile  system,  the  descrip- 
tion of  the  effect  of  bounties,  and  the  development  of  the  true 
characteristics  of  wealth.  It  also  contains  rem^arks  on  the 
treatment  of  their  colonies  by  various  nations,  and  upon  the 
commercial  policy  of  England  to  her  colonies.  The  doctrine 
of  the  physiocrats,  that  agriculture  is  the  only  productive 
form  of  industry,  is  refuted. 

The  fifth  book  deals  wdth  the  raising  of  a  revenue  to  meet 
the  expenses  of  the  sovereign  or  the  commonwealth,  and  lays 
down  certain  canons  of  taxation.  The  author  of  the  History 
of  Civilisation  thus  describes  Smith's  method : — 

"  The  Wealth  of  Nations  is  entirely  deductive,  since  in  it 
Smith  generalises  the  laws  of  wealth,  not  from  the  phenomena 
of  wealth,  not  from  statistical  statements,  but  from  the 
phenomena  of  selfishness ;    thus  making  a  deductive  applica- 
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tion  of  one  set  of  ineutal  principles  to  the  whole  set  of 
economical  facts."  ^ 

Adam  Smith  is  not  essentially  deductive,  as  Buckle  states, 
seeing  that  he  combines  deduction  with  the  historical  induc- 
tive system  of  Montesquieu,  which  investigates,  in  history  and 
the  phenomena  of  actual  life,  the  different  states  of  society, 
and  tries  to  discover  their  causes.  Cliffe  Leslie  has  pointed 
out  that  deduction  is  legitimate  wdien  based  upon  the  universal 
facts  of  human  nature  and  the  external  world,  but  vicious 
when  not  from  facts  verified  by  observation,  but  from  an 
Method  of  the  '^^  i^riori  assumption,  half  theological  half  meta- 
"  Wealth  of  physical,  regarding  a  supposed  harmonious  and 
Nations."  beneficent  natiu-al  order  of  the  world.      It  is 

on  this  theory  of  natm-e,  that  there  is  "  a  beneficent  and  har- 
monious order,  which  appears  when  nature  is  left  to  itself," 
that  Smith's  philosophy  is  based.  "His  reasoning  is  faulty 
in  arguing  a  priori  from  assumptions  obtained  not  by  interro- 
gation but  by  anticipation  of  nature ;  what  is  assumed  as 
nature  is  at  bottom  a  mere  conjecture  respecting  its  constitu- 
tion and  arrangements."  Smith  uses  the  word  "  natural "  as 
meaning  that  which  the  existing  forces  tend  to  produce, 
sometimes  as  meaning  that  which  his  conception  of  the  law 
of  nature  makes  him  consider  that  they  ought  to  produce. 

Dugald  Stewart  says,  in  the  preface  to  his  edition  of  the 
Wealth  of  Nations,  "  the  great  and  leading  object  of  his 
speculations  is  to  illustrate  the  provisions  made  by  nature,  in 
the  principles  of  the  human  mind,  and  in  the  circumstances 
of  man's  external  situation,  for  a  gradual  and  progressive 
augmentation  in  the  means  of  human  w^ealth,  and  to  demon- 
strate that  the  most  effectual  means  of  advancing  a  people  to 
greatness  is  to  maintain  that  order  of  things 
CommtnrtVSLt  ^hich  nature  has  pointed  out."  The  good  of 
maintained  by  the  community  is  therefore  best  attained  by 
allowing  free  allowing  free  play  to  individual  cupidities,  pro- 
dual  CnpiditTes.  ^'^^^^  t^^'^t  the  law  restrains  any  one  from 
interfering  with  the  selfishness  of  another. 
"  The  natural  effort  of  every  individual  to  better  his  own 
condition,  wdien  suffered  to  exert  itself  with  freedom  and 
security,  is,  alone  and  without  any  assistance,  not  only  capable 

^  History  of  Civilisation,  i.  259. 
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of  carrying  on  the  society  to  wealth  and  prosperity,  but  of 
surmounting;  an  huu(h-ed  impertinent  obstructions,  with 
which  the  folly  of  human  laws  too  often  encumbers  its 
operations."  ^ 

"Every  individual  necessarily  laliours  to  render  the  annual 
revenue  of  the  society  as  great  as  he  can.  He  generally 
indeed  neither  intends  to  promote  the  public  interest,  or 
knows  how  much  he  is  promoting  it.  He  intends  only  his 
own  gain,  and  he  is  in  this,  as  in  many  other  cases,  led  by  an 
invisible  hand  to  promote  an  end  which  was  no  part  of  his 
intentions." 

This  is  the  foundation  of  the  tenets  of  the  ]\Ianchester 
school,  and  of  that  set  of  opinions  which  the  Germans  call 
"  Smithianismus,"  that  individual  interests  work  together  so 
as  to  produce  the  greatest  amount  of  national  wealth. 

"  As  long  as  men  do  not  come  into  collision  by  maintain- 
ing their  individual  rights  of  self-interest,  the  interference 
of  government  is  inijust  and  impolitic,  as  hindering  the 
natural  development  of  agencies  by  which  men's  wants  are 
supplied." 

"  All  systems  either  of  preference  or  restraint  being  com- 
pletely taken,  the  simple  and  obvious  system  of  natural  liberty 
establishes  itself  of  its  own  accord."  - 

The  interference  of  government  should  be  limited  to — 
Limitation  of  1-  The  protection  of  the  nation  from  foreign 
the  Interference  aggression.  2.  The  administration  of  justice. 
of  Government.  3  'jj^g  maintenance  of  certain  institutions  be- 
yond the  reach  of  indi\ddual  enterprise. 

"  The  statesman  who  should  attempt  to  direct  private  people 
in  what  manner  they  ought  to  employ  their  capitals,  would  not 
only  load  liimself  with  a  most  unnecessary  attention,  but 
assume  an  authority  which  could  be  safely  trusted  not  only 
to  no  single  person,  but  to  no  senate  or  council  whatever,  and 
which  would  nowhere  be  so  dangerous  as  in  the  hands  of  a  man 
who  had  folly  and  presumption  enough  as  to  deem  himself  fit 
to  exercise  it."  ^ 

^    Wealth  of  Nations,  iv.  5,  423,  edition  Dngald  Stewart. 

2  Ibid.,  iv.  5,  509,  „ 

3  Ibid.,  iv.  2, 


ECONOMIC   IDEAS   ABOUT   ECONOMIC    FACTS.  217 

Adam  Smith's  view,  that  all  land  which  grows  food  must 
Erroneous  views  yield  rent,  is  erroneous.  He  is  also  wrong  in 
of  the  "  Wealth  supposing  that  foreign  trade  is  merely  beneficial 
of  Nations."  ^^g  r^  ^^^^  f^j,  ^j^g  Surplus  of  a  country,  and  that 
the  gain  from  commerce  lies  in  its  maintaining  a  high  rate  of 
mercantile  profit.  His  account  of  the  causes  regulating  the 
distribution  of  the  precious  metals  in  the  world  is  in- 
sufficient. 

Smith's  approval  of  a  maximum  legal  rate  of  interest  was 
adversely  criticised  by  Jeremy  Bentham  in  Letters  on  Usury, 
1787.  These  shortcomings  are  in  a  great  measure  to  be 
accounted  for  by  the  state  of  industry  in  his  time.  The  time 
of  the  vast  extension  of  British  commerce  by  means  of  Free 
Trade  was  not  yet :  the  importation  of  corn  was  only  23,000 
quarters;  hence  Smith  delivers  it  as  his  opinion  that  the 
freest  system  of  importation  would  not  affect  the  price  of 
corn  in  England. 

Boulton  and  Watts  had  not  yet  perfected  the  steam  engine, 
which  was  only  in  the  preliminary  stage  of  Newcomen. 
Hargreaves's  spinning  jenny,  Arkwright's  water  frame,  carding 
machine,  and  discovery  how  to  spin  by  rollers,  Crompton's 
spinning  mule  (a  combination  of  the  spinning  jenny  and  the 
W"ater  frame),  all  which  facilitated  the  spinning  of  the  yarn, 
and  Cartwright's  power-loom  for  weaving  it,  had  not  revolu- 
tionised the  textile  industry.  Cart  had  not  discovered  the 
method  of  rolling  and  riddling  iron,  or  Eoebuck  that  of 
smelting  iron  with  coal  instead  of  charcoal.  The  beds  of 
iron  and  coal  in  close  proximity  in  the  North  of  England, 
which  rendered  possible  the  collective  or  factory  system  of 
production,  had  not  yet  been  revealed.  The  machines  and  the 
system  of  division  of  labour  made  use  of  in  the  cloth  manu- 
facture were  as  they  were  a  hundred  years  ago,  and  only  three 
important  improvements  in  production  had  been  introduced 
since  the  time  of  Edward  IV.  Speaking  generally,  production 
was  on  the  domestic  system,  and  in  the  hands  of  small 
capitahsts  who  were  also  labourers.  The  capitalist  was 
distmct  from  the  labourer  only  in  agriculture. 

Inland  trade  was  comparatively  free,  but  hampered  by  the 
rights  of  trade  corporations,  the  obligations  of  apprenticeship, 
and  the  restrictions  on  the  movement  of  labourers,  from  the 
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fear  of  their  obtaining  a  settleniont  in  a  parish,  or  the  right  of 
having  their  rehef  made  chargeable  to  its  rates. 

His  philosophy  was  too  materialistic :  he  seems  to  lia-ve 
paid  too  much  attention  to  the  accumulation  of  wealth,  and 
too  little  to  the  way  in  which  a  state  should  employ  its 
wealth.  lie  neglects  "  the  moral  factor  "  in  economics.  Tlii^ 
may  be  explained  by  his  having  intended  his  WcaJtli  of 
Kations  to  be  read  along  with  his  Theory  of  the  Moral  Senti- 
ments. In  the  latter  work  ho  neglects  all  those  qualities 
which  conflict  with  a  man's  sympathy  for  his  fellow-creatures, 
quite  as  much  as,  in  the  Weedth  of  Nations,  he  neglects 
those  qualities  which  conflict  with  a  man's  desire  for  wealth. 

His  political  economy  is  too  universal :  he  does  not  realise 
that  there  may  be  types  of  society  to  which  the  account  he 
gives  of  economic  phenomena  will  not  apply.  The  great  work 
of  Adam  Smith  was  to  prove  that  the  labour  of  merchants 
and  manufacturers  was  not  unproductive,  as  the  physiocrats 
thought,  and  to  give  an  impulse  to  Free  Trade. 

Hume  said  of  the  Wealth  of  Nations  that  "  it  is  so  much 
Influence  of  the  iHustrated  with  curious  facts  that  it  must  take 
"  Wealth  of         the  public  attention." 

Nations."  gjj,  Janies    Mackintosli    thus    descriljes    its 

influence :  "  It  is  perhaps  the  only  book  which  produced  an 
immediate  general  and  irrevocable  change  in  some  of  the  most 
important  parts  of  the  legislation  of  all  civilised  states."  ^ 

Bagehot  has  an  equally  high  opinion  of  its  importance.  "  ISTo 
other  form  of  political  philosophy  has  ever  had  one-thousandth 
part  of  the  influence  upon  us ;  its  teachings  have  settled  down 
into  the  common  sense  of  the  nation,  and  become  irreversible."^ 

The  influence  of  the  Wealth  of  Nations  can  be  traced  on 
Pitt  in  his  offer  of  Free  Trade  to  Ireland,  with  a  relaxation 
of  the  prohibition  of  the  import  of  Irish  cattle  into  England, 
and  in  his  treaty  of  commerce  with  France,  1787.  By  this 
treaty  the  subjects  of  either  country  might  reside  or  travel 
in  the  other  without  license  or  passport,  all  prohibitions  on 
trade  were  abolished,  and  every  import  duty  reduced.  The 
Methuen  treaty,  1707,  admitting  Portuguese  wines  into 
England  at  one-third  less  duty  than  French  wines,  was 
abrogated.     Pitt's  policy  of  freeing  the  poorer  members  of 

'^  Ethical  Philosophy,  p.  232.  ^  Economical  Studies. 
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society,  as  far  as  possible,  from  taxation,  which  led  hiin  to 
repeal  the  taxes  on  women  servants,  on  carts  and  waggons,  and 
on- windows  in  small  houses,  and  to  lower  the  taxes  on  tea 
and  spirits,  may  also  be  traced  to  Smith's  teaching. 

Hume's  essays  on  Commerce  and  on  Jealousy  in  Trade  were 
published  in  1752.  The  former  asserts  that 
"  everything  in  the  world  is  purchased  by  labour, 
and  our  passions  are  the  only  causes  of  labour." 

The  essay  on  Jealonsy  in  Traele  contradicted  the  doctrine 
that  the  commercial  progress  of  one  state  must  be  prejudicial 
to  the  profit  of  others.  "Not  only  as  a  man,  but  as  a  British 
subject,  I  pray  for  the  flourishing  commerce  of  Germany, 
Spain,  Italy,  even  Trance  itself."  Hume  proves  Smith  to  be 
in  error  in  asserting  that  rent  is  part  of  the  price  of  agricul- 
tural produce.  The  essay  on  Money  refutes  the  confusion  of 
money  with  wealth.  "  In  the  national  stock  of  labour  consists 
all  real  power  and  riches." 

The  essay  on  Interest  combats  the  idea  that  it  depends  on 
the  quantity  of  money  in  a  country;  a  reduction  in  the  rate  of 
interest  can  only  be  brought  about  by  industry,  frugality,  and 
an  improvement  of  the  arts  and  commerce ;  a  low  rate  of 
interest  is  therefore  a  barometer  of  the  prosperity  of  a  country. 

Jeremy  Bentham,  whose  Letters  on   Usury,  1787,  adversely 

^  criticises  Smith's  approval  of  a  legal  maximum 

rate    of    interest,   always    resolutely   opposed 

government  interference  for  which  a  clear  justification  could 

not  be  given.     Bentham  published  a  Mamicil  of  Political  Eco7i- 

omy  in  1843. 

Malthus's  Essay  on  Fojjulation,  1798,  was  the  first  thorough 

M  ith  apphcation  of  the  inductive  method  to  economic 

topics.  Its  full  title  was  An  Essay  on  the 
Principle  of  Pojmlation  as  it  affects  the  Future  Improvement 
of  Society,  ivith  Remarks  on  the  S2)ceulations  of  Mr  Goodwin, 
M.  Condorcct,  and  other  Writers.  This  Goodwin  here  referred 
to  was  William  Goodwin,  1756-1836,  who  wrote  Political 
Justice,  1793,  in  which  he  advocated  an  arrangement  of 
society  in  which  marriage  and  property  were  unknown,  and 
I'he  Enquirer,  1797,  a  series  of  essays  on  social  subjects,  in 
which,  especially  in  the  essay  on  "Avarice  and  Profusion," 
he  carried  on  a  controversy  with  Malthus.     Malthus  adversely 
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criticised  his  writings  by  pointing  out  that  it  would  be 
tUllicult  for  moral  restraint  as  a  check  on  population,  unless 
the  principle  is  admitted  that  the  father  of  a  family  is  re- 
sponsible for  the  maintenance  of  his  children. 

Condorcet  s  work  here  alluded  to  was  a  Sketch  of  an  His- 
torical rid  are  of  the  Human  Mind,  which  is  important  as 
putting  forward,  for  the  first  time,  the  theory  of  social 
dynamics  founded  on  history. 

In  the  second  edition  of  the  essay,  published  in  1803, 
Malthus  admitted  the  operation  of  moral  checks  in  limiting 
the  increase  of  the  population,  as  well  as  the  influence  of  vice 
and  misery.  He  disapproved  of  the  Poor  Laws,  and  advocated 
their  gradual  abolition,  that  the  checks  on  the  increase  of 
population  might  freely  operate.  The  title  of  the  second 
edition  of  the  essay  was  altered.  It  runs  thus : — An  Essay 
on  the  Frinciple  of  Population,  and  a  View  of  its  Present 
Effects  on  Human  Happiness,  ivith  an  Enquiry  into  our 
Prospects  respecting  the  Future  Removal  or  Mitigation  of  the 
Evils  tvhich  it  Occasions.  Malthus  was  also  the  author  of  the 
Enquiry  into  the  Nature  and  Progress  of  Rent,  1815,  in  which 
he  enunciates  the  true  theory  of  rent,  showing  especially  that 
it  is  not  an  element  in  the  cost  of  production  of  corn.  The 
occasion  of  this  work  was  the  passing  of  a  law  in  181-5,  raising 
the  limit  at  which  foreign  corn  might  be  imported  for  con- 
sumption to  80s.  a  quarter.  Malthus  advocated  the  further 
restriction  on  the  importation  of  foreign  corn,  but  Eicardo,  in 
his  Essay  on  the  Lifluencc  of  a  Low  Price  of  Corn  on  the 
Profits  of  Stock,  came  to  an  opposite  conclusion,  and  by  show- 
ing the  effect  of  an  increase  in  the  price  of  raw  produce  on 
wages  and  profits,  extracted  from  it  a  strong  argument  in 
favour  of  Free  Trade  in  corn. 

Almost  simultaneously  with  the  works  of  ]\Ialthus  and 
Eicardo,  "  A  Fellow  of  University  College,  Oxford "  (Sir 
Edward  West),  wrote  his  Essay  on  the  App>lication  of  Capital 
to  Land, 

Both  Malthus  and  West  state  the  theory  of  jent  correctly, 

but  it  was  left  for  Eicardo  to  apply  the  theory 

of^Rent^"^     of  rent  to  the  question  of  the  Corn  Laws,  and 

to  condemn  them  by  showing  their  effect  in 

lowering  profits,  and  in  raising  the  price  of  the  labourers'  food. 
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Dr  Anderson,  in  his  Enquiry  into  the  Nature  of  the  Corn 
Laws,  published  at  Edinburgh,  1777,  and  in  his  Agricultural 
Recreations  (vol.  v.  p.  401),  pubhshed  1801,  has  anticipated 
all  three  authors  in  his  remarks  on  rent. 

David  Eicardo,  1772-1823.  His  first  work  was  The 
High  Friee  of  Bullion  a  Proof  of  the  Depreciation  of 
Banh  Notes.  This  led  the  Bullion  Committee  of  the 
House  of  Commons,  over  which  Horner  presided,  to 
decide  that  the  inconvertible  paper  currency  of  the  Bank 
of  England  had  been  depreciated ;  the  House  of  Com- 
mons, under  the  dictation  of  Vansittart,  Chancellor  of  the 
Exchequer,  subsequently  negatived  this  resolution.  A  mer- 
chant of  the  name  of  Bosanquet  controverted  the  resolution 
of  the  Bullion  Committee,  and  Eicardo  attacked  his  arguments 
in  his  Reply  to  3Ir  Bosanquet' s  Practical  Observations  on  the 
Report  of  the  Bullion  Committee. 

In  1815  Eicardo  published  his  Essay  on  the 
his  Works^       /"^i^e^ice  of  a  Low  Price  of  Corn  on  the  Profits 
of  Stock,  which  has  been  before  alluded  to. 

In  1816  his  Proposals  for  an  Economical  and  Secure  Cur- 
rency, loith  Ohscrvations  on  the  Profits  of  the  Bank  of  EnglaMcl, 
appeared.  He  proposed  to  exchange  bank  notes  for  bars  of 
gold  bullion  of  the  standard  and  purity.  This  plan  would 
check  the  issue  of  bank  notes  quite  as  effectually  as  making 
them  convertible  into  gold  coin ;  while,  as  bars  could  not  be 
used  as  the  circulating  medium,  no  gold  could  get  into  circula- 
tion, and  so  the  expenses  of  coinage,  and  the  wear  and  tear  and 
loss  of  coins,  would  be  saved. 

In  1817  Eicardo  published  his  Princi2)les  of  Political 
Economy  and  Taxation.  Of  this  work,  M'Culloch  says 
that  "  It  is  not  even  a  systematic  treatise,  but  it  is  princi- 
pally an  inquiry  concerning  fundamental  principles.  And 
although  it  be  often  exceedingly  difficult,  or,  it  may  be,  all 
but  impossible,  to  estimate  the  extent  to  which  these  principles 
may  in  certain  cases  be  modified  by  other  principles  and  com- 
binations of  circumstances,  it  is  obviously  of  the  greatest 
importance  to  have  ascertained  their  existence." 

In  1820  Eicardo  contributed  an  article  on  the  funding 
system  to  the  supplement  to  the  Encyclopa3dia  Britannica. 


2'2'2  rOLITICAL  ECONOMY. 

Ill  1822  lie  wrote  liis  tract  On  Protection  to  Afjriculturc, 
zealously  atlvocating  Free  Trade  in  corn. 

His  PoUtical  Economy  and  Taxcdlon  is  a  series  of  loosely 
connected  essays  on  the  various  economic  subjects  with  whicli 
he  deals ;  as  a  Jew  he  was  particularly  fitted  to  deal  with 
abstractions,  and  he  is  at  his  best  in  dealing  with  abstract 
questions  like  that  of  money,  into  which  the  moral  element 
enters  little. 

Eicardo  is  the  chief  of  the  abstract  school  of  political 
economicians,  whose  method  Mill  has  thus  described  in  his 
Essai/  on  the  Definition  cind  Method  of  FolUical  Economy: 
"  Political  economy  is  concerned  with  man  solely  as  a  being 
who  desires  to  possess  wealth.  It  makes  entire  abstraction 
of  every  other  human  passion  or  motive,  except  those  which 
may  be  regarded  as  perpetually  antagonising  principles  to 
the  desu'e  of  wealth,  namely,  aversion  to  labour,  and  desire 
of  the  present  enjoyment  of  costly  indulgences.  These  it 
takes,  to  a  certain  extent,  into  its  calculation,  because  these 
do  not  merely,  like  other  desires,  occasionally  conflict  with 
the  pursuit  of  wealth,  but  accompany  it  always  as  a  drag  or 
impediment,  and  are  therefore  inseparably  mixed  up  in  the 
consideration  of  it." 

Senior  says,  "  That  every  man  desires  to  obtain  wealth 
with  as  little  sacrifice  as  possible,  is  in  political  eco- 
The  Abstract  nomy  what  gravitation  is  in  physics,  or  the 
Method  of  Poli-  clictum  dc  omni  et  mdlo  in  logic,  the  ultimate 
ticai  Economy.  ^r^^Q^  beyond  which  reasoning  cannot  go,  and  of 
which  almost  every  other  proposition  is  merely  an  illustra- 
tion." Cliffe  Leslie  has  pointed  out  that  "  The  desire  of  wealth 
is  a  general  name  for  a  great  variety  of  wants,  desires,  and 
sentiments  differing  widely  in  their  economic  character  and 
effects."  In  its  first  form,  the  desire  of  w^ealth  has  its  origin 
in  the  desire  of  satisfying  hunger  and  thirst;  in  the  next 
stage  of  society,  in  the  desire  of  acquiring  property  in  cattle; 
and,  when  society  has  reached  the  agricultural  stage,  in  the 
desire  of  acquiring  property  in  land.  It  is  precisely,  however, 
because  such  a  variety  of  ideas  are  comprehended  under  the 
general  name  of  the  desire  for  wealth,  that  the  general  state- 
ment that  all  men  are  actuated  by  this  motive  is  broadly 
true. 
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Buckle  defends  "  the  abstraction  of  every  other  human 
Buckle's  passion   or  motive,"    by   saying    that,   as   the 

Defence  of  the  geometrician,  by  an  intellectual  artifice,  reasons 
"Abstract"  of  a  line  as  having  length  but  not  breadth 
^    °  ■  although    it   has    some    breadth,   so    political 

■economy  reasons  of  the  abstract  man  as  being  actuated  only 
by  the  desire  of  wealth  and  aversion  from  labour ;  by  pure 
selfishness,  in  fact,  because  the  subject  would  be  too  large  if 
all  the  qualities  on  the  sympathetic  side  of  human  nature 
were  considered. 

Eicardo  sets  out  from  arbitrary  assumptions,  reasons  de- 

Ricardo's  d actively  from  them,  and  then  announces  his 

Deductive        conclusions  as  true,  without  making  any  allow- 

Method.  ance    for  the  unreality  of  his  assumptions  or 

comparing  his  results  with  experience.      He  imagines   two 

savages  bartering  things  together,  and  then  tries  to  guess  how 

they  would  act. 

He  assumes  that,  "  in  the  early  stage  of  society,  the  exchange- 
able value  of  commodities  depends  almost 
D^ctrinMhat  the  exclusively  on  the  comparative  quantity  of 
Exchange  Value  labour  expended  on  each."  Even  if  it  be  true 
of  a  commodity  that,  in  a  savage  society,  things  exchange  to- 
the^laboiir  ^  gether  in  proportion  of  the  labour  required  to 
necessary  for  its  produce  them,  it  does  not  follow,  as  he  assumes, 
production,  that  they  will  do  so  in  a  complicated  capital- 

examine  .  igj.^^   society.      In  his  remark   that   exchange 

value  is  regulated  by  the  labour  necessary  for  the  production 
of  the  commodity,  Eicardo  has  confused  the  cause  or  deter- 
minant with  the  measure  of  value. 

The  labour  with  which  a  thing  was  or  can  be  made  is  not 
the  cause  of  its  value,  but  the  quantity  of  labour  it  will 
exchange  for  is  the  measure  of  its  value ;  that  is,  it  shows 
what  its  value  is,  and  how  much  it  has  varied  from  time  or 
from  place  to  place. 

The  political  economy  of  the  school  of  Eicardo  labours 
under  the  following  drawbacks  from  its  usefulness  : — 

1.  It  is  essentially  limited  in  its  application.  Bagehot  has 
pointed  out  that  it  is  only  applicable  to  large  trading  com- 
munities like  England,  that  it  is  an  analysis  of  the  "great 
commerce  "  which  has  enriched  England ;  "  it  will  not  explain 
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the  cconuiuic  life  of  earlier  limes,  or  even  that  of  other  com- 
munities in  our  time." 

2.  It  is  too  abstract,  deduction  is  too  preponderant  in  its 
processes  of  reasoning,  and  its  conclusions  are  stated  in  too 
absolute  a  manner,  as  though,  being  true  of  our  capitalistic 
society,  they  must  necessarily  be  true  of  all  sorts  of  society 
in  all  times.  It  seems  to  neglect  the  tendency  to  change  in 
the  habits  and  institutions  of  industry.  It  proceeds  on  the 
assumption  that  competition  is  all  powerful,  but  that  custom 
has  no  inliuence  in  economic  matters. 

3.  The  conclusions  it  comes  to  are  too  little  compared  with 
and  verified  by  experience. 

4.  In  modern  political  economy  the  "  ethical  factor,"  the 
question  of  man's  duty  to  his  neighbour,  is  more  prominent 
than  in  the  school  of  Eicardo. 

5.  The  theory  of  rent  has  been  denied  by  the  American 
economist,  Henry  Carey,  who  contradicts  the  law  of  decreased 
return  from  land. 

Sidgwick  considers  that  this  theory  "  combines  in  a  some- 
what confusing  manner  three  distinct  theories " :  1.  The 
historical  theory  as  to  the  origin  of  rent.  2.  A  statical 
theory  of  the  economic  forces  tending  to  determine  rent  at 
the  present  time.  3.  A  djTiamical  theory  of  the  causes 
continually  tending  to  increase  rent,  as  wealth  and  popida- 
tion  increases.^ 

6.  In  his  theory  of  wages,  that  they  ultimately  depend 
upon  the  price  of  food,  and  that  "  there  is  no  way  of  keeping 
profits  up  but  by  keeping  wages  down,"  he  neglects  the  fact 
that  an  improvement  in  the  efficiency  of  labour  may  leave 
wages  at  their  former  level,  and  yet,  by  increasing  the  total 
produce,  allow  the  rate  of  profit  to  rise.  He  also  makes  no 
allowance  for  emigration  altering  the  ratio  of  population  to 
capital. 

Besides  the  theories  of  wages  and  rent,  Eicardo  is  chiefly 
important  in  the  history  of  economics  as  ha^■ing  established 
the  following  principles  : — 

1.  That  foreign  commerce  is  not  only  a  vent  for  surplus 
produce,  but  that  its  benefit  consists  "  simply  and  solely  in 
this,  that   it  enables  each   nation   to   obtain,  with   a  given 

^  Principles  of  Political  Economy,  2,  vi.  sc.  1. 
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amount  of  labour  and  capital,  a  greater  quantity  of  all  com- 
modities taken  together." 

2.  Net  income,  excess  of  produce  of  land  and  labour  over 
the  cost  of  production  (rent  and  profits),  is  what  is  important 
for  a  nation. 

Soon  after  the  death  of  Eicardo  occurred  the  commencement 
Change  in  Eng-  of  the  change  in  England's  commercial  policy 
lish  Commercial  which  converted  it  from  an  agricultural  into  a 
Policy.  manufacturing  nation.    The  old  policy  was  that 

England  should  be  commercially  self-sufficing ;  foreign  trade 
was  merely  a  vent  for  surplus  products,  so  there  was  no  occa- 
sion to  strive  much  for  the  extension  of  the  export  trade. 
The  new  policy  was  that  manufacturers  no  longer  worked  up 
native  products,  but  imported  raw  produce ;  the  food  supply 
of  England  thus  became  insufficient,  and  she  had  to  become 
dependent  on  importation  from  abroad.  The  first  step  in  the 
change  of  policy  was  the  formation  of  a  Committee  of  the 
House  of  Commons,  to  consider  the  commercial  position  of 
the  country,  in  1820,  which  was  originated  by  a  petition  to 
Parliament  of  the  merchants  of  London. 

The  restrictions  originating  in  the  Navigation  Act,  that  all 
Eepeal  of  the  goods  imported  from  America  into  England 
Navigation  must  be  carried  in  English  ships,  were  relaxed 

^*^^-  in    1796 ;    this    concession    was    extended    to 

Spanish  America  and  the  Spanish  West  Indies  in  1822.  In 
1822  Huskisson,  as  President  of  the  Board  of  Trade,  carried  a 
measure  which  allowed  direct  trade  between  the  colonies  and 
foreign  countries  in  foreign  or  British  ships,  but  reserved  the 
trade  between  England  and  the  colonies.  In  1823  the  king, 
in  Council,  was  empowered  to  place  the  shipping  of  any 
country,  as  regards  duties,  on  an  equal  footmg  with  our  own, 
provided  that  England  gained  the  same  concessions  in  the 
country  thus  privileged.  The  last  remaining  restrictions  on 
Free  Trade  imposed  by  the  Navigation  Act  were  repealed  Ijy 
Lord  John  Eussell's  Ministry  in  1849.  The  same  pohcy  of 
Free  Trade  was  followed  in  our  commercial  intercourse  with 
India  and  the  East.  In  1813  the  East  India  Company's 
monopoly  of  the  trade  was  abolished,  but  the  Company 
maintained  that  of  the  trade  to  China.  In  1833  the  Company 
ceased  entirely  to  be  a  trading  corporation. 

p 
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Huskisson  commenced  the  policy  of  relieving  the  English 
fiscal  system  of  various  vexatious  imposts  which  brought  in 
little  to  the  revenue,  and  of  concentrating  taxation  on  certain 
important  articles  of  consumption.  The  duties  on  raw  silk, 
coal,  glass,  soap,  wore  repealed  in  the  period  1821-30.  This 
policy  was  continued  by  Sir  l\obert  Peel  in  his  jMinistry, 
1841-46,  when  the  Income  Tax  was  imposed  to  make  up  the 
deficit ;  and  by  i\Ir  Gladstone,  the  great  finance  minister  of 
modern  times,  when  Chancellor  of  the  Exchequer,  1852. 

As  regards  the  protective  duties  on  corn,  for  nearly  four 
History  of  the  centuries  after  the  Conquest  its  exportation 
Protective  Duties  was  totally  forbidden.  Its  average  price 
on  Corn.  1401-50  was  6s.  per  quarter,  from  1003-1702 

41s.,  in  1800  113s.,  in  1812  137s.,  in  1817  12Gs.  Under 
Henry  VI.  it  was  allowed  to  be  exported  when  the  average 
price  was  less  than  6s.  8d.  a  quarter;  but  its  importation  was 
forbidden  till  the  price  exceeded  this  limit.  In  1670,  wheat 
was  allowed  to  be  exported  when  the  price  was  below  53s.  4d., 
and  it  could  be  imported,  if  above  this  price,  on  paying  a  duty 
of  8s.  a  quarter.  In  1698,  when  the  price  of  corn  was  below 
48s.,  a  bounty  of  5s.  a  quarter  was  given  on  its  exportation. 

This  bounty  was  supposed  to  render  wheat  scarcer  and 
dearer  in  England  by  encouraging  exportation.  It  failed  in 
this  object,  as  it  served  as  a  premium  on  which  wheat- 
growers  could  speculate.  They  grew  more  corn  in  consequence, 
and  the  increase  of  production  caused  prices  to  fall.  In  1773 
Lord  North  caused  the  bounty  on  the  export  of  corn  to  cease 
when  the  price  reached  44s.  a  quarter ;  no  corn  was  to  be 
exported  when  the  price  was  above  this  limit.  "When  the 
price  of  corn  was  above  48s.  per  quarter,  it  might  be  imported 
on  pajing  a  duty  of  6d.  a  quarter. 

In  1791  a  bounty  was  allowed  on  the  exportation  of  corn 
wdien  its  price  was  below  44s. ;  its  exportation  was  allowed 
without  a  bounty  up  to  46s.  When  the  price  of  corn  was 
below  50s.,  imported  corn  paid  a  duty  of  4s.  3d.  a  quarter, 
2s.  6d.  when  the  price  was  from  50s.  to  54s.,  and  6d.  when  the 
price  was  above  54s.  In  1801  the  duty  of  4s.  3d.  a  quarter 
was  imposed  wdien  corn  was  below  63s.,  2s.  6d.  when  its  price 
was  from  63s.  to  66s.,  and  6d.  when  its  price  was  above  66s. 
In  1815  no  importation  of  foreign  corn  w^as  allowed  till  wdieat 
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reached  the  price  of  80s.  a  quarter ;  this  limit  was  reduced  to 
70s.  in  1822.  In  1827  a  great  change  was  introduced  in  the 
Corn  Laws.  Foreign  wheat  might  be  imported  independently 
of  the  price  of  Enghsh  wheat,  but  the  sHding  scale  was  intro- 
duced, by  which  the  duty,  which  was  20s.  with  the  price  of 
wheat  at  60s.  a  quarter,  was  to  increase  when  the  price  of 
wheat  in  England  fell,  and  fall  when  it  rose.  It  was  hoped 
thus  to  secure  to  the  home  producer  the  protection  of  a  heavy 
import  duty,  when  corn  was  cheap,  and  to  give  the  consumer 
the  benefit  of  large  supplies  when  it  was  dear. 
Repeal  of  the  ij^j^g  Qqj.^^  Laws  were  finally  repealed  in  1846  by 
Duties  on  Corn,  ^u:  Eobert  Peel,  mainly  owing  to  the  vigorous 
propagandist  efforts  of  the  Anti-Corn  Law 
League,  headed  by  Messrs  Bright  and  Villiers. 

James  Mill,  the  father  of  John,  published  his  Elements  of 
Political  Economy,  1821,  and  is  known  chiefly 
as  a  thoroughgoing  follower  of  PJcardo. 
J.  R  M'Culloch,  1779-1864,  pubhshed  editions  of  Adam 
M'C  11   h        Smith  and  Kicardo ;  to  the  former  he  added  an 
introductory  sm^vey   of    political  economy  be- 
fore the  time  of  Smith,  to  the  latter  some  notes  on  the  life 
and  writings  of  Eicardo. 

Eichard  Jones,  1790-1855,  Professor  of  Political  Economy 
.  at  the  East  India  Company's  College  at  Hailey- 

bury.  in  his  Lssay  on  the  Didnbidion  oj 
Wealth,  1831,  he  acknowledges  that  farmers'  rent  conforms 
to  Eicardo's  law,  but  points  out  that  the  rents  paid  by  peasants 
obey  the  influence  of  custom  rather  than  that  of  competition. 
The  rents  paid  by  serfs,  metayers,  rayats,  and  cottiers  are  all 
examples  of  peasant  rent. 

John  Stuart  Jo^n  Stuart  Mill,  1806-73,  wrote,  1844-45, 

Mill.  Essays  on  some  unsettled  questions   of  Political 

His  Works.  Economy,  including : — 

1.  The  law  of  international  exchange. 

2.  The  influence  of  consumption  on  production. 

3.  The   terms  productive  and  unproductive  as  applied  to 
labour,  production,  and  expenditure. 

4.  Profits  and  interest. 

5.  The  definitions  and  method  of  political  economy. 

In  1848  his  Principles  of  Political  Economy,  with  some  of 
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tluir  Applications  to  Social  P/uYosoj)////,  was  published.  ]\Iill 
is  a  champion  of  the  a  priori  method  of  reasoning ;  he  thinks 
the  a  posteriori  method  "  is  altogether  ineflicaciuus  in  these 
sciences  as  a  means  of  arriving  at  any  considerable  body  of 
valuable  truth."  The  a  priori  method  considers  the  effects  of 
one  particular  set  of  causes  by  themselves,  by  imagining  hypo- 
theses and  deducing  their  results,  and  comparing  these  results 
with  actual  experience. 

Sidgwick,  in  his  Elements  of  Political  Economy,  1883,  con- 
Mill'  M  ti  d  siders  Mill  only  refers  to  the  statics  of  distri- 
bution and  exchange,  and  points  out  that,  even 
when  thus  limited,  the  deductive  method  only  applies  to  a 
fully-developed  industrial  community,  and  requires  that  its 
conclusions  should  be  modified  by  a  rough  conjectural  allow- 
ance for  the  elements  omitted  in  the  premises.  He  shows 
too  that,  in  considering  production.  Mill  follows  the  "  special- 
ised form  of  induction  "  kno%\-ii  as  comparison,  and  obtains  his 
results  by  "  merely  analysing  and  systematising  our  common 
empirical  knowledge  of  the  facts  of  industry." 

Comte  taught  Mill  that  the  a  'posteriori  was  the  only  true 

.  method  in  sociology,  hence  Mill  appears  to  have 

the  relation  of     been  in  doubt  as  to  the  true  relation  of  political 

Political  Eco-      economy  to  sociology.     Sometimes  he  considers 

nomy  to  ^^  g^  subordinate  department  of  sociology,  some- 

Sociolofirv  • 

times  an  independent   study  preparatory  and 
auxiliary  to  it. 

Mill  was  a  pupil  of  the  school  of  Jeremy  Bentham,  of  the 
straitest  sect  of  philosophical  radicalism,  whose  organ  was 
the  Westminster  Bcviciu.  The  tenets  of  this  school  were,  that 
t  •  ■  ^^  morahty  is  enlightened  selfishness,  that  the 
interests  of  the  individual  necessarily  coincided 
with  those  of  the  community,  that  our  minds  were  "  bundles 
of  sensations,"  and  our  characters  the  mouldings  of  circum- 
stances. All  ethics  were  to  them  explainable  by  the  doctrine 
of  the  greatest  happiness  of  the  greatest  number,  and  all 
economics  by  that  of  laisser  faille  and  the  population 
question.  Bagehot  points  out  that  "  Euclid  was  to  this  school 
the  one  type  of  scientific  thought."  ^ 

]\Iill,  in  his  later  days,  altered  very  materially  the  views  he 
^  Economic  Studicr,  156, 
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held  in  his  youth.  In  his  youth  "  he  had  seen  httle  further 
than  the  old  school  of  political  economy  into 
MiU'T views"  ^^^®  possihilities  of  fundamental  improvement  in 
social  arrangements.  Private  property,  as  now 
understood,  and  inheritance  appeared  the  dernier  mot  of 
legislation."  In  his  Frmciples  of  Political  Economy  he 
advocates  very  considerable  limitation  of  the  right  of  bequest, 
and  shows  great  modification  of  his  views  regarding  the 
sacredness  of  property.  "  If,  therefore,  the  choice  were  made 
between  Communism  with  all  its  chances,  and  the  present 
state  of  society  with  all  its  sufferings ;  if  the  institutions  of 
private  property  necessarily  carried  with  it  as  a  consequence, 
that  the  produce  of  labour  should  be  apportioned  as  we  now 
see  it,  almost  in  an  inverse  ratio  to  labour, — the  largest 
portions  to  those  who  have  not  worked  at  all,  the  next  largest 
to  those  whose  work  is  almost  nominal,  and  so  in  a  descending 
scale,  the  remuneration  dwindling  as  the  work  grows  harder 
and  more  disagreeable,  until  the  most  fatiguing  and  exhaust- 
ing bodily  labour  cannot  count  with  certainty  on  being  able 
to  earn  even  the  necessaries  of  life ;  if  this  or  Communism 
were  the  alternative,  all  the  difficulties,  great  or  small,  of 
Communism  would  be  as  dust  in  the  balance."  ^ 

In  the  same  way,  in  his  review  of  Mr  Thornton's  book  on 
labour  (1869),  he  recanted  the  extreme  form  of  the  wages 
fund  theory  which  he  put  forward  in  his  Principles  of 
Political  Economy. 

Angus te  Comte  published  his  six  volumes  on  Positive 
Philosophy  from  1830  to  1842.  He  may  be  regarded  as 
the  founder  of  the  historical  or  realistic  (as  opposed  to  the 
abstract)  school  of  political  economy.  He  comes  to  the 
following  conclusions  on  sociology,  that  (1)  It  is  the  science 
which  studies  all  the  elements  of  the  social  state  in  their 
mutual  relations.  (2)  Its  theory  must  be  dynamical  as  well 
as  statical,  i.e.,  it  must  give  an  account  of  society  in  a  state 
of  stable  equilibrium  as  well  as  in  a  state  of  change.  Comte 
acknowledges  his  obligations  to  Condorcet's  Sketch  of  an  His- 
torical Picture  of  the  Human  Mind,  as  the  first  work  in  which 
the  necessity  of  a  dynamical  theory  of  sociology  founded  on 
history  is  put  prominently  forward.  (3)  It  should  eliminate 
^  Elements  of  Political  Economy,  II.  1,  sc.  3. 
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the  absolute  substituting  for  an  imaginary  fixity  the  element 
of  ordered  cliango.  (4)  Its  method  is  that  of  historical 
comparison.  The  successive  stages  of  society  have  to  be 
systematically  compared  to  discover  their  laws  of  sequence, 
anil  the  connection  between  their  characteristic  features. 
"Whatever  useful  indications  may  be  derived  from  our 
general  knowledge  of  human  nature,  the  economic  structure 
of  society  and  its  mode  of  development  cannot  be  deduc- 
tively foreseen,  but  must  be  ascertained  by  historical  investi- 
gation. Social  facts  should  be  dealt  with  in  the  "  ensemble," 
parallel  investigations  being  carried  on  contemporaneously 
into  all  the  co- existing  portions  of  the  complex  whole.  There 
must  be  no  specialisation  or  study  in  detail,  as  society  is  too 
complex,  and  its  elements  too  "  solidaires,"  to  be  broken  up. 
This  is  possible  in  the  physical  but  not  in  the  natural  or 
organic  sciences.  We  must  proceed  from  the  known  to  the 
unknown  by  means  of  inductive  logic. 

(5)  Comte's  philosophy  is  pervaded  by  moral  ideas;  he 
considers  social  duties  of  more  importance  than  individual 
rights. 

(6)  Comte  proposes  to  try  the  political  economy  of  his  day 
by  the  tests  of  fecundity  and  continuity,  by  both  of  which  he 
finds  it  fail.  There  have  been  no  important  improvements  in 
the  science  since  Adam  Smith,  and  it  is  only  a  few  of  its 
doctrines,  such  as  Free  Trade,  that  can  be  shown  to  depend  on 
a  "  rational  filiation  "  of  events,  being  a  train  of  consequences 
depending  on  an  original  cause. 

Mill  thus  replies  to  Comte's  view  :  "  This  shows,  according 
to  Comte,  that  a  man  is  not  likely  to  be  a  good  economist  who 
is  notliing  else.  Social  phenomena,  acting  and  reacting  on 
one  another,  they  cannot  be  rightly  understood  apart.  This 
by  no  means  proves  that  the  material  and  industrial  pheno- 
mena of  society  are  not  themselves  susceptible  of  useful 
generalisations,  but  only  that  these  generahsations  must  be 
necessarily  relative  to  a  given  form  of  civilisation  and  a  given 
stage  of  social  development."  ^ 

The  most  thoroughgoing  opponents  of  the  physiocratic 
school  were  of  Italian  birth. 

The  Abbe  Ferdinando  Galiani,  1728-87,  when  Secretary  of 
1  Mill  on  Comte,  p.  83. 
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the  Neapolitan  Embassy  in  Paris,  wrote  a  French  treatise  On 
Commerce  in  Grains,  1770,  which  drew  Mercier 
nomyl^  Italy.     ^'^  ^^  Riviere  into  controversy.     He  also  wrote 
in  Italian  a  Treatise  on  Money. 

Caesar  Beccaria,  1738-94,  lectured  before  the  University  of 
Milan  against  the  physiocratic  school  in  1768-9,  on  which 
occasion  he  delivered  as  lectures  his  Elements  of  Political 
Economy,  which  were  not  published  till  1804. 

Other  works  of  his  were,  On  the  Abuses  of  Coinage  and  their 
Bemedies,  1762,  and  a  treatise  on  the  advantage  of  uniformity 
in  measures,  m  which  he  advocated  the  decimal  division  which 
has  since  become  the  metrical  system. 

Pietro  Verri,  1728-97,  wrote  Meditations  on  Political 
Economy,  1771.  He  argues  that  the  reproduction  of  value  is 
shown  by  that  amount  of  price  which  the  wares  or  manu- 
factured goods  bear  above  the  original  value  of  the  raw 
materials,  and  the  cost  of  the  commodities  consumed  during 
the  process  of  fabrication. 

Sallust  Bandini,  1677-1760,  in  his  Economic  Discourse, 
published  1775,  set  before  himself  the  duty  of  proving  to  the 
Archduke  of  Tuscany,  Peter  Leopold,  that  the  Siennese 
Maremma  had  fallen  out  of  cultivation  because  the  heavy 
indirect  duties  and  restrictions  on  the  traffic  in  grain  deprived 
the  cultivators  of  all  profit.  He  advocated  that  a  direct  tax 
on  rent  should  be  substituted  for  all  taxes  on  the  consumption 
and  transport  of  corn. 

John  Baptiste  Say,  1767-1832.  His  Treatise  on  Political 
Economy,  or  Simple  Explanation  of  the  Manner  in  which 
Riches  are  Formed,  Distributed,  and  Consumed, 
nomv*in  France  disproved  the  economic  possibility  of  a  glut  of 
commodities  from  over-production,  but  attri- 
butes them  rightly  to  a  faulty  application  of  productive  powder. 
It  passed  through  four  subsequent  editions  in  1814,  '17,  '19,  '26. 
i--^He  published  his  Complete  Course  of  Practical  Political 
Economy  in  1828. 

"With  reference  to  international  trade,  he  proves  that  the 
interests  of  nations  are  reciprocal,  that  they  can  only  pay  for 
produce  with  produce,  and  that  prohibitions  against  buying 
are  also  obstacles  to  selling. 

Eicardo  says  of  Say,  that  "  he  was  the  first,  or  among  the 
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first,  of  contiuental  Nvritors  who  justly  appreciated  and  applied 
the  principles  of  Smith,  and  who  has  done  more  than  all 
continental  writei"S  taken  together  to  recommend  the 
principles  of  that  enlightened  and  beneficial  system  to  the 
nations  of  Europe,  and  has  succeeded  in  placing  the  science^iu 
a  more  logical  and  nn)re  instructive  order."  ^-J' 

John  Charles  Sismondi,  1773-1842,  wrote  a  treatise  On 
Cummcrcial  Riches,  1803,  and  Nciu  Principles  of  Political 
Economy,  or  of  Riches,  in  its  Relation  loith  Population. 

He  found  fault  with  pohtical  economy  that  it  paid  t6'6 
much  attention  to  the  increase  of  wealth,  and  not  enough  to 
its  use  for  the  promotion  of  the  general  liappiness  of  mankind. 
lie  brings  into  especial  prominence  tlie  evils  of  a  purely 
industrial  state  of  society. 

Charles  Dimoyer,  1786-1862,  author  of  Liberty  of  Work. 
His  motto  was  "  Experimental  Eesearch,"  and  he  professed  to 
build  on  the  groundwork  of  observation  and  experience. 

All  productive  effort  is  divisible  according  as  its  action  is 
on  men  or  things ;  it  is  unfortunate  tliat  it  is  upon  the  latter 
that  effort  has  hitherto  been  principally  concentrated. 

The  industries  that  act  vipon  man  can  be  divided  according 
as  they  deal  with — 

1.  The  amelioration  of  physical  nature. 

2.  The  cidture  of  the  imagination  and  sentiments. 

3.  The  education  of  intelligence. 

4.  The  improvement  of  moral  habits. 

He  approves  of  the  doctrine  of  laisser  faire,  because  the 
spontaneous  desire  of  an  individual  for  improvement,  by  deve- 
loping foresight,  energy,  and  perseverance,  is  the  most  efficient 
means  of  social  culture. 

Frederic  Bastiat,  1801-50,  wrote,  1845,  CoMcn  and  the 
League  (Anti-Corn  Law  League) ;  1845-48,  Economic  Sophisms, 
Econom ic  Ha r monies. 

He  wishes  to  see  political  economy  treated  more  in  con- 
nection with  final  causes.  He  points  out  that  the  effect  of 
economic  progress  is  to  transfer  more  and  more  of  the 
elements  of  utility  from  the  domain  of  property  into  that 
of  community,  or  of  imiversal  and  unpurchased  enjoyment. 

He  conceives  it  to  be  the  part  of  political  economy  "  to 
explain  and  justify  the  laws  of  wealth,  that  which  is,  is  that 
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which  ought  to  he,  according  to  the  aspirations  of  the  vniiversal 
conscience  " ;  he  wishes  to  prove  that,  left  to  themselves,  human 
interests  are  harmonious,  but  he  does  not  care  to  enquire 
what  the  consequence  of  a  certain  set  of  social  arrangements 
wo^\ld  be,  which  alone  can  be  properly  considered  a  scientific 
objv  it  of  enquiry." 

He  fuses  together  the  two  distinct  aspects  of  fact  and 
right,  and  thus  defends  Free  Trade :  "  Exchange  is  a  natural 
right.  Every  citizen  who  has  created  or  acquired  a  product 
oi;ght  to  have  the  option  of  either  applying  it  immediately  to 
bis  own  use,  or  of  ceding  it  to  whosoever  on  the  surface  of 
the  globe  consents  to  give  him  the  object  of  his  desires.  To 
deprive  him  of  this  faculty,  whilst  he  makes  no  use  of  it 
contrary  to  public  order  or  good  morals,  is  to  legalise  spolia- 
tion, to  do  violence  to  the  law  of  justice."  His  theory  of 
sociology  is  founded  upon  the  groundwork  of  abstract  rights, 
which  he  wishes  to  be  rigidly  respected. 

He  maintains  that  a  gift,  once  obtained  gratuitously  from 
nature,  such  as  a  spring  of  water  or  a  pearl  picked  up  upon 
the  shore,  can  never  acquire  value  except  from  labour  be- 
stowed on  it.  He  denies  that  a  gratuitous  gift  of  nature, 
such  as  water,  if  limited  in  supply,  can  acquire  value.  Value 
depends  upon  "  service  "  or  human  effort,  and  varies  with  its 
magnitude.  The  diamond  picked  up  by  chance  has  value,  be- 
cause the  person  on  whom  I  bestow  it  thinks  that  I  do  him 
a  service.  Land  has  value,  because,  after  the  native  powers 
of  the  soil  have  been  appropriated,  it  cannot  be  acquired  with- 
out giving  in  exchange  the  equivalent  of  the  labour  spent  on 
it,  which  is  the  true  cause  of  its  value.  Eent,  wages,  and 
interest  are  analogous  to  each  other,  and  depend  upon  the 
measure  of  utility  of  land,  labour,  and  capital  in  production. 
He  denies  that  "  value  can  depend  upon  the  degree  of  satis- 
faction an  object  will  give,  the  degree  of  limitation  set  to  the 
supply  of  natural  objects  or  of  acts  depending  upon  natural 
endowments,  or  the  natural  superiority  of  some  objects 
furnished  by  nature  over  others."  Cairnes  remarks  on  this  : 
"  Having  been  at  infinite  pains  to  exclude  gratuitous  gifts  of 
nature  from  the  possible  elements  of  value,  and  pointedly 
identified  the  phenomenon  with  human  effort  as  its  sole 
source,  he  designates  human  effort  by  the  term  '  service,'  and 
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then  employs  this  term  to  ;uhuit  as  sources  of  vahie  those  veiy 
gratuitous  natural  gifts,  the  exclusion  of  which  in  this  capacity 
constituted  the  very  essence  of  his  doctrine." 

Augustine  Cournot,  1801-77,  was  the  author  of  Researches 
oil  the  Mathcmntieal  Principles  of  the  Thcorii  of  Riches.  This 
was  tlie  first  application  of  mathematical  principles  to  the 
treatment  of  economic  questions.  The  principal  advantage  of 
stating  economic  problems  mathematically  is  the  exact  acquaint- 
ance it  gives  with  the  prohlem,  and  with  the  conditions  under 
wliich  it  is  intended  to  be  solved,  Cournot  wrote  another 
book,  Principles  of  the  Theory  of  Riches,  1863,  in  which  he 
abandoned  the  attempt  to  make  use  of  mathematics. 

Michael  Chevalier,  1806-79,  in  his  youth  was  an  ardent 
suipporter  of  Saint  Simonism,  and  edited  llic  Neiv  Book,  the 
Gospel  of  the  Sect,  along  with  Enfantin.  He  was  also  tlie 
author  of  the  Material  Interests  in  France,  1838 ;  of  the 
Letters  on  the  Organisation  of  Worh,  and  on  the  question  of 
the  Workers,  written  to  combat  Louis  Blanc  and  the  Socia- 
lists, 1838,  and  of  The  Fall  in  the  Value  of  Gold,  1858,  which 
was  translated  by  Cobden;  and  of  the  Course  of  Political 
Economy,  1842-50. 

J.  J.  Courcelle-Seneuil  translated  J.  S.  Mill's  works  on 
Political  Economy  into  French,  and  wrote  the  following  works  : 
A  Theoretical  and  Practical  Treatise  on  Banking  Op)erations, 
1856  ;  The  Theory  of  Industrial  Enterprises,  1856;  Treatise  on 
Political  Economy,  1858-59. 

Antoine  Elise  Cherbuliez,  died  1869.  He  wrote  the  Analysis 
of  Economic  Science,  1862. 

Leonce  de  Lavergne,  author  of  Rural  Economy  of  England, 
Scotland,  and  Ireland,  1854 ;  Rural  Economy  of  France  since 
17 89,  published  in  1857.  The  authority  for  the  period  im- 
mediately before  1789  is  Arthur  Young,  Secretary  to  the 
Board  of  Agriculture,  who  wrote  Travels  in  France.  M.  de 
Lavergne  is  also  the  author  of  The  French  Economists  in  the 
Eighteenth  Century,  1870. 

Adam  Muller,  1779-1829,  wrote  Elements  of  Statesmanship,  in 

which  he  led  a  reaction  against  "Smithianismus"  as  too  material. 

Most  of  the  writers  on  economics  in  Germany 

nomy^in    ^°"       before  his  day  had  confined  themselves  to  in- 

Germany.  terpreting  Smith's  views  to  his  countrymen. 
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Frederic  Nebenius,  1784-1857,  was  the  author  of  the 
German  ZoUvcrem,  or  Customs^  Union,  and  wrote  besides  a 
treatise  on  Public  Credit. 

Charles  Henry  Eaw,  1792-1870,  wrote  a  Zchrhuch  or 
Manual  of  Political  Economy,  which  was  intended  to  be  an 
encyclopedia  of  all  the  ideas  which  were  current  on  the 
subject  up  to  the  time  in  which  he  wrote. 

Frederic  List,  1798-1846.  His  great  work  is  the  National 
System  of  Political  Economy,  in  which  he  denies  Smith's 
doctrine  that  the  following  of  immediate  private  interests  will 
eventually  further  the  good  of  the  community. 

The  true  wealth  of  a  nation  consists  not  in  the  quantity  of 
exchange  values  it  possesses,  but  in  the  full  and  many- 
sided  development  of  its  productive  powers.  Agriculture, 
manufactures,  and  commerce  must  alike  be  cared  for. 

Every  nation  passes  through  the  following  stages  in  its 
economic  history:  (1)  Pastoral  life;  (2)  Agricultural;  (3) 
Agriculture  in  combination  with  manufactures ;  (4)  Agri- 
culture, manufactures,  and  commerce,  all  practised  together. 

Every  nation  should  commence  with  Free  Trade,  it  should 
then  adopt  Protection  to  allow  its  manufactures  to  be  fully 
developed,  and  finally,  should  again  adopt  Free  Trade  to  allow 
itself  to  be  incorporated  with  "  the  universal  industrial  union." 
He  considers  Spain  and  Portugal  to  be  purely  in  the  agri- 
cultural stage,  the  United  States  and  Germany  to  be  in  the 
stage  of  developing  their  manufactures,  whilst  France  has 
almost  attained  to  the  stage  of  final  Free  Trade.  England 
alone  has  completely  done  so. 

List  w^rote  his  book  m  the  United  States,  where  he  was  a 
contemporary  with  the  American  economist,  Henry  Carey, 
who  has  met  the  favourite  "economic  views  of  the  English 
school  with  such  strong  opposition. 

Henry  Carey,  1793-1879.  In  his  Princijjlcs  of  Social  Science, 
1859,  he  attacks  the  theory  of  population,  mamtaining  that 
„        „  ,  numbers   regulate  themselves  sufficiently,  and 

that  pressure  on  the  means  of  subsistence  is  a 
mark,  not  of  the  more  advanced,  but  of  the  lower  stages  of 
civilisation. 

Wealth,  meaning  thereby  the  sum  of  useful  thmgs,  is  the 
measiure  of  our  power  over  nature,  and  the  value  of  an  object 
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expresses  the  resistance  of  nature,  wliich  labour  has  to  over- 
come ill  order  to  produce  tlie  oltject. 

Carey  denies  llieardo's  theory  of  rent,  basing  his  denial  on 
the  fact  that  it  is  contrary  to  experience  that  the  most  fertile 
hvnds  are  first  brought  under  cultivation.  Carey  maintains 
the  light  and  dry  lands  in  elevated  situations  are  first  culti- 
vated, ami  afterwards  the  more  unhealthy,  though  more 
fertile,  lands  in  the  valleys  and  on  the  banks  of  rivers. 
Ivent,  as  a  proportion  of  the  produce,  like  all  interest  upon 
capital,  tends  to  decrease,  but  as  an  absolute  amount  it  tends 
to  rise. 

Property  in  land  owes  its  origin  to  its  being  a  form  of 
investment  of  capital,  as  a  certain  quantity  of  the  fruits  of 
labour  is  permanently  incorporated  with  the  soil ;  and  for  this 
the  owner,  like  any  other  capitalist,  is  compensated  by  a  share 
in  tlie  produce.  The  value  of  land  is  due  to  the  labour 
expended  on  it  in  the  past,  and  is  measured,  not  by  the  sum 
of  that  labour,  but  by  the  labour  necessary  imder  existing 
conditions  to  bring  new  land  to  the  same  stage  of  productive- 
ness. 

The  present  value  of  the  land  amounts  to  only  a  small 
portion  of  the  cost  expended  upon  it,  as  it  represents  only 
what  it  would  cost,  with  agricultural  science  at  its  present 
level  and  the  machinery  at  present  available,  to  bring  land 
from  its  primitive  condition  to  its  present  state  of  pro- 
ductiveness. 

Carey  was  an  ardent  Protectionist.  All  the  articles  derived 
from  land  are  separated  portions  of  it,  and  must  be  given  back 
to  it,  if  its  fertility  is  not  to  be  exhausted.  The  producer  and 
consumer  must  be  close  together;  and  the  products  of  the 
land  must  not  be  exported  to  other  countries  in  exchange  for 
their  manufactures,  and  so  go  to  enrich  a  foreign  soil.  This  is 
what  the  author  calls  "  land-butchery " ;  but  the  argument 
ignores  the  fact  that  agricultural  manures  can  be  imported. 
The  export  of  the  products  of  the  land  may  be  for  the  private 
advantage  of  individuals,  but  "  the  co-ordinating  power  "  must 
intervene  to  prevent  private  advantage  being  turned  into 
public  detriment. 

Eichard  Whately,  Archbishop  of  Dublin,  1789-1863.  He 
was  Drummond  Professor  of  Political  Economy  at  Oxford  Uni- 
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versity  after  Senior,  in  which  capacity  he  published  Intro- 
ductory Lectures  on  Folitical  Economy.  In  the 
WhateTy  °^  same  way  as  Eicarclo,  w^ho  wished  to  confine  the 

scope  of  political  economy  to  merely  one  of  its 
branches — "  the  determining  the  division  of  the  produce  of 
industry  among  the  classes  who  concur  in  its  formation," 
Whately  thought  that  political  economy  should  be  viewed 
merely  as  the  science  of  exchanges,  and  proposed  for  it  the 
name  of  Catallactics. 

Sir  Travers  Twiss,  also  Professor  of  Political  Economy  at 
the  University  of  Oxford,  published  his  Lectures  on  the 
Progress  of  Political  Economy  from  the  JGth  Century  down  to 
about  1S25. 

Professor  Thorold  Rogers'  History  of  Agriculture  and  Prices, 
1866-82,  is  an  important  contribution  to  the  knowledge  of 
the  economic  condition  of  past  times  which  may  be  gained  by 
tracing  the  prices  prevalent  in  them.  His  other  important 
works  on  Economics  are  Six  Centuries  of  Work  and  Wages 
and  Tlie  Industricd  and  Commercial  History  of  England, 
-pwhlished  2^osthumo7isly. 

Sir  James  Caird's  Letters  on  Agriculture  treats  of  the 
influence  of  various  systems  of  agriculture  upon  economics. 
Hardly  any  work  on  subjects  bearing  upon  economics  can  be 
compared  to  this,  except,  perhaps,  Arthur  Young's  Travels  in 
France  previous  to  the  Ecvolution. 

J.  E.  Cairnes,  1824-75,  was  Whately  Professor  of  Political 
Economy  at  Trinity  College,  Dublin,  and  afterwards  at  Queen's 
College,  Galway.  His  works  were :  The  Slave 
Power,  The  Logiccd  Method  of  Politiccd  Economy, 
Some  Leading  Principles  of  Political  Economy  Newly  Expounded, 
Essays  toivards  a  Solution  of  the  Gold  Question,  Essays  in 
Political  Economy  Theoretical  and  Ajjplied,  Political  Essays. 

The  Logical  Method  says  that,  "  if  the  political  economist 
declines  to  avail  himself  of  any  other  path  than  that  of  strict 
induction,  he  may  reason  till  the  crack  of  doom  without 
arrivmg  at  any  conclusion  of  the  slightest  value."  He  must 
employ  deduction,  "  incomparably,  when  conducted  under  the 
proper  checks,  the  most  powerful  instrument  of  discovery  ever 
wielded  by  human  intelligence."  "The  economist,  starting 
with  a  knowledge  of   ultimate  causes  (such  as  the  desire  for 


238  POLITICAL  ECONOMY, 

wealth),  is  thus,  at  the  outset  of  his  euterprise,  at  the  position 
which  the  physicist  only  obtains  after  ages  of  laborious  re- 
search." Mill,  in  his  Logic,  insists  on  verification  as  an 
essential  part  of  the  discovery  of  economic  laws.  Cairnes 
says :  "  xVs  they  are  not  assertions  respecting  the  character  or 
the  sequence  of  phenomena,  they  can  neither  be  established 
or  refuted  by  statistical  or  documentary  evidence." 

Mill  and  Cairnes  showed  that  the  "economic  man"  (the  man 
only  actuated  by  desire  of  wealth  and  dislike  of  exertion),  so 
far  from  being  in  actual  existence  was  only  hypothetical,  and 
only,  so  far  as  its  premises  correspond  with  actual  fact,  can 
the  conclusions  of  political  economy  be  depended  on  in 
practice. 

The  Leading  Principles  contams  essays  on  Value,  Labour 
and  Capital,  and  International  Trade.  Cairnes  wished  to  sub- 
stitute the  term  "  expenses  of  production,"  meaning  by  it  the 
money  wages  and  profits  of  different  occupations,  for  Mill's 
"cost  of  production,"  and  to  confine  the  term  "cost  of  production" 
to  the  actual  effort  of  labour  and  abstinence  from  expenditure 
or  postponement  of  it,  for  which  wages  and  profits  are  the 
money  rewards.  He  points  out  that  wages  and  profits  are  the 
remuneration  of  sacrifice,  not  elements  of  it.  Competition  is 
of  two  sorts :  commercial — the  competition  of  dealer  with 
dealer ;  and  industrial — that  of  producer  with  producer. 
When  industrial  competition  is  not  fully  realised,  wages  and 
profits  in  different  occupations  may  not  be  an  equivalent 
reward  for  the  labour  incurred,  and  the  abstinence  from 
■expenditure  or  postponement  of  it  by  workmen  and  capitalists, 
Non-competing  groups  are  those  between  which  competition 
is  not  active,  and  in  which  labour  does  not  move  readily  from 
the  less  to  the  more  advantageous  trades. 

Cairnes  concludes  that  trades  unions  can  only  affect  the 
rate  of  wages  by  accelerating  by  their  combined  efforts  the 
natural  rise  of  wages,  wliich  would  have  come  about  inde- 
pendently of  them  owing  to  increased  competition  for  labour 
in  times  of  good  trade. 

The  necessaries  of  the  labourers  being  chiefly  articles  of 
food,  the  raw  material  is  the  chief  element  in  their  cost,  and 
therefore  their  cost  of  production  must  increase  pari  ixtssu 
with  the  increase  in  the  population.     The  only  hope  for  the 
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labourer  is  that  he  should  cease  to  be  a  lal)ourer,  profits  being 
brought  to  supplement  wages  by  the  aid  of  co-operation. 

Tn  international  trade  the  cost  of  production  does  not 
regulate  values — it  only  does  so  imder  a  regime  of  effective 
competition,  and  between  two  countries  effective  competition 
cannot  exist.  Nations  are  non-competing  groups ;  and  "  such 
a  state  of  relative  prices  will  establish  itself  amongst  the 
products  of  non-competing  groups,  as  shall  enable  that  portion 
of  the  products  of  each  group  which  is  applied  to  the  purchase 
of  the  products  of  all  other  groups,  to  discharge  its  liabilities 
towards  those  other  groups."  The  reciprocal  demand  of  these 
groups  determines  the  "  average  relative  level "  of  prices  within 
each  group;  whilst  the  cost  of  production  regulates  the 
distribution  of  price  amongst  the  individual  products  of  each 
group.  The  market  price  is  that  which  most  advantageously 
adjusts  the  existing  supply  to  the  existing  demand,  pending 
the  coming  forward  of  fresh  supplies  from  the  sources  of 
production. 

This  school  is  so  called  because  they  regard  the  economic 

constitution  of  society  as  the  result  of  a  definite  historical 

.    „.       development  in  the    closest    connection  with 
Else  of  the  His-      , ,  •   ^  •     j.  •  £    i.i  •    i       Ti.    • 

torical  or  Eealis-   ^^^^  social   organisation   of    the  period.     It  is 

tic  School  of  Poll-  called  Realistic  because  it  aims  at  considering 
ticai  Economy       ]^q  ^s  it  actually  cxists,  and  does  not  "ab- 
ermany.  stract "   man  from   any   of    the    desires    and 

feelings  which  animate  him.  This  new  way  of  regarding 
economic  problems  was  first  put  forward  by  Comte  in  his 
Positive  PhihbO'phy,  but  it  is  in  Germany  that  it  has  been 
most  zealously  adopted. 

William  Eoscher  m  1843  published  his  Groundwork  to 
Lectures  on  Politieal  Economy  on  the  Historical  Method.  The 
historical  method  is  distinguished  by  the  following  prin- 
ciples : — 

1.  It  aims  at  treating  economic  phenomena  according  to 
the  order  of  chronological  succession,  and  tries  to  discover 
what  nations  have  thought,  willed,  and  discovered  with  regard 
to  economics,  and  the  reasons  for  this. 

2.  A  people  is  not  merely  the  aggregate  of  individuals 
living  at  any  one  time,  therefore  it  is  not  enough  to  observe 
merely  contemporary  facts. 
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3.  All  the  nations  from  wiioiu  wo  can  loai'ii  anything  mnst 
be  stnilied  and  compared  with  reoard  to  economic  matters. 

4.  AVe  mnst  not  give  uuqnalitied  praise  or  blame  to  any 
economic  institntions ;  few  of  them  have  been  productive  of 
immixed  good  or  evil  to  all  people  and  at  all  stages  of 
natitnial  culture. 

Bruno  Hildobrand  wrote  'The  Xatiomd  Econonu/  of  the 
Present  euid  the  Fntare,  1848. 

Charles  Ivnies  wrote  Political  Economy  from  the  standpoint 
of  the  Historical  Method,  1853,  in  which  he  explains  that  the 
economic  constitution  of  society  at  any  epoch  is  the  result  of 
a  definite  historical  development  in  vital  connection  with  tlie 
social  organisation  of  the  period.  The  economic  system  mnst 
be  regarded  as  passing  through  a  series  of  phases  correlative 
with  the  successive  stages  of  civilisation,  and  cannot  be  con- 
sidered to  have  assumed  an  entirely  definite  form.  Neither 
the  present  nor  any  previous  economic  organisation  of  society 
can  be  regarded  as  absolutely  good  and  right,  but  only  as  a 
phase  in  a  continuous  historical  evolution.  The  body  of 
economic  doctrine  at  present  current  is  not  complete  and 
final,  but  only  represents  a  certain  stage  in  the  progressive 
manifestation  of  the  truth.     He  insists  strongly  upon : — 

1.  The  necessity  of  accentuating  the  moral  element  in 
economic  study.  Schmoller,  in  his  Economic  Groundtvorhs, 
and  Schaffle,  in  his  Social  System  of  Human  Economy,  point 
out  that  there  are  three  active  influences  upon  the  develop- 
ment of  society : — 

A.  Private  economy  or  personal  interest. 

B.  Compulsory  public  economy,  or  the  general  interest 

of  society. 

C.  The  feehngs  belonging  to  "  the  Caritative  Sphere,"  or 

benevolent  impulses. 

2.  The  close  relation  between  economics  and  jurisprudence 
which  throws  Hght  upon  the  relation  of  the  indiAddual  to  the 
community. 

3.  He  takes  a  different  view  of  the  functions  of  the  State 
from  that  held  by  political  economicians  of  the  school  of 
Eicardo  and  Mill.  It  is  not  merely  an  institution  for  the 
maintenance  of  order,  but  the  organ  of  the  nation  for  all  ends 
which  cannot  be  effected  by  voluntary  effort. 
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He  lays  great  stress  on  the  evils  to  society  which  arise 
from  unlimited  competition,  and  is  therefore  particularly 
strong  upon  the  point  that  distribution  is  a  matter  of  merely 
human  institution.  The  present  laws  of  property,  inheritance, 
and  contract  are  "  merely  historical  categories  which  have 
changed,  and  are  subject  to  further  change,"  they  are  not  a 
fixed  order  of  things  on  the  basis  of  wliich  the  individual 
creates  his  own  position. 

Knies  was  also  the  author  of  two  important  works  on  the 
history  of  political  economy,  the  History  of  English  Political 
Economy,  1851-52;  the  History  of  PolU iced  Economy  in  Ger- 
many, 1874. 

The  historical  school  of  political  economicians  stands  in 
Germany  midway  between  the  Free  Trade  party,  or  Man- 
chester school,  and  the  Socialists.  The  former  deprecate 
State  interference,  except  for  the  protection  of  individuals, 
the  latter  call  for  it  in  order  to  effect  an  immediate  and 
complete  transformation  of  the  State  in  the  interests  of  the 
proletariate. 

There  are,  besides,  the  soH3alled  Katheder  Socialisten,  or 
"  Socialists  of  the  Chair,"  a  school  mostly  composed  of  pro- 
fessors in  the  Universities,  against  whom  the  reproach  is  some- 
times brought  that  their  discussions  are  too  abstract  and 
academical.  The  most  prominent  of  this  school  are  :  Wagner, 
author  of  Speeches  on  the  Social  Question,  and  The  Bailding  and 
Life  of  the  Social  Body,  in  which  he  endeavours  to  prove  that 
society  has  its  anatomy,  physiology,  and  psychology,  just  in  the 
same  way  as  the  human  body  of  an  individual  man ;  Schaffle, 
author  of  Quintessence  of  Socialism;  Schonberg,  author  of  The 
Question  of  the  Working  3fan,  a  problem  of  the  German  King- 
dom. These  authors  are  the  chief  originators  of  the  Verein 
fiir  Social  Politik,  or  Union  for  the  Discussion  of  Social 
Politics,  1873,  the  majority  of  which  is  favourable  to  a  further 
approach  to  the  realisation  of  Socialist  theories  by  means  of 
State  action  on  the  basis  of  existing  institutions. 

Walter  Bagehot  was  a  banker  and  editor  of  the  Economist, 

a  financial  newspaper,  and  so  well  qualified  by 
Walter  Bagehot,  ^  ■     .      ■    ■        -  •-  •  i- 

1826-77  ^^^^  trammg  to  write  upon  economic  questions. 

His    works   dealing    with   economic    questions 

are:    International  Coi7iage,  or  an  Universcd  Money ;  Lombard 
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Street ;  The  Dcjrreciation  of  Silver,  an  essay  reprinted  from  the 
Hconomisf,  1877;  Economic  Studies  (including  Postulates  of 
English  Political  Economy),  published  posthmuously  under  the 
editorship  of  P.  H.  Hutton,  1880. 

In  Lombard  Street  he  describes  the  phenomena  of  specula- 
tion, of  times  of  commercial  crisis,  and  of  the  other  character- 
istic features  of  what  he  calls  "the  great  commerce."  lie 
explains  why  the  state  of  business  in  Lombard  Street  is 
sometimes  dull  and  sometimes  iniduly  excited. 

He  also  traces  the  history  of  banking,  pointing  out  that  the 
early  banks  of  the  great  Itahan  cities,  such  as  the  Bardi  and 
Peruzzi  of  Florence,  who  were  ruined  by  our  Edward  the 
Third's  inability  to  pay  his  debts,  were  merely  finance  com- 
panies for  granting  loans.  The  banks  of  Northern  Europe, 
such  as  that  of  Amsterdam,  1609,  received  foreign  and  light 
coin  at  its  worth  in  good  money  of  the  country,  after  deducting 
the  cost  of  coinage  and  management.  For  the  amount  so 
estimated,  the  bank  gave  a  credit  in  its  books,  which  was 
called  bank  money,  and  which  exactly  represented  money 
according  to  the  standard  of  the  mint.  All  bills  above  a  cer- 
tain amount  were  compelled  to  be  paid  in  bank  money,  and 
every  merchant  therefore  kept  an  account  with  the  bank. 

Banks  had,  therefore,  five  duties  : — 

1.  To  negotiate  loans. 

2.  To  supply  good  money. 

3.  To  remit  money. 

4.  To  issue  paper  currency.  The  monopoly  of  this  right 
was  given  to  the  Bank  of  England  in  1732. 

5.  To  receive  deposits. 

In  his  Economic  Studies  the  important  service  Bagehot  has 
performed  for  political  economy  is  to  point  out  the  essential 
limitations  under  which  the  political  economy  of  Eicardo  and 
Mill  labours.  It  rests  upon  fimdamental  assumptions,  which, 
instead  of  being  universally  true,  are  only  reahsed  within  very 
narrow  limits  of  time  and  space.  "  It  is  the  science  of  business, 
such  as  business  is  in  large  trading  communities,  an  analysis 
of  the  great  commerce  by  which  England  has  become  rich.  It 
will  not  explain  the  economic  life  of  earlier  times,  or  even 
that  of  other  communities  in  our  own  time." 

"  It  is   a   convenient  series   of   deductions  from  assumed 
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axioms  which  are  never  quite  true,  which  in  many  times  and 
countries  would  be  utterly  untrue,  but  which  are  sufficiently 
near  to  the  principal  conditions  of  the  modern  English  com- 
merce to  make  it  useful  to  consider  them  by  themselves." 

"  Political  economy  is  an  abstract  science  labouring  under  a 
special  hardship,"  which  is  that  "  those  who  are  conversant 
with  its  abstractions  are  usually  without  a  true  contact  with 
its  facts,  and  those  who  are  in  contact  with  its  facts, 
have  usually  little  sympathy  with,  and  little  cognisance 
of,  its  abstractions."  Hence  the  practical  men,  who  have 
only  an  empirical  knowledge  of  the  affairs  of  commerce, 
cannot  give  a  logical  account  of  their  conduct  in  business. 
Political  economy  is  an  hypothetical  science,  as  it  deals  not 
with  real  but  with  economic  men  ;  that  is,  with  men  considered 
merely  as  money-making  animals.  The  world  in  which  these 
"  economic  men  "  live  and  act  is  a  "  very  limited  and  peculiar 
one,"  distinguished  by  the  readiness  with  which  capital  and 
labour  transfer  themselves  from  one  employment  to  another. 

Bagehot  considers  that  the  problems  of  a  complicated  and 
completely  organised  industrial  commmiity  must  be  treated 
by  the  abstract  deductive  method ;  but  the  economic  pheno- 
mena of  the  human  past,  and  all  the  rest  of  the  human  present, 
are  best  investigated  by  the  historic  method. 

T.   E.    Cliffe   Leslie,  1827-82,  was   Professor   of   Political 

Economy  at  Queen's  College,  Galway.     He  wrote  Essays  on 

the  Land  Systems  and  Industrial  Econonui  of 

Leslie  Ireland,  England,  and  the  Continental  Countries, 

and   Essays,   Moral   and   Political,    1879.      He 

points  out  what  a  variety  of  wants,  desires,  and  sentiments 

are  included  in  the  expression,  "  Desire  of  wealth,"  which 

embraces  a  great  variety  of  economic  motors,  altruistic  as  well 

as  egotistic.     It  is,  however,  on  account  of  this  great  variety 

that  the  generalisation  is  broadly  that  all  men  are  animated 

.  by  this  desire  of  wealth. 

He  thus  describes  the  historical  method:  "The  whole 
economy  of  every  nation  is  the  result  of  one  long  evolution,  in 
which  there  has  been  both  continuity  and  change,  and  of 
which  the  economical  side  is  only  a  particular  aspect,  and  the 
laws  of  which  it  is  the  result  must  be  sought  in  history  and 
the  general  laws  of  society  and  social  evolution.     The  intel- 
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loctiial,  moral,  legal,  political,  and  economic  sides  of  social 
la'ogvess  are  indissolubly  connected.  Thus  juridical  facts 
relating  to  property,  occupation,  and  trade  thrown  up  by  the 
social  movement,  are  also  economic  facts.  The  economic  con- 
dition of  England,  or  any  other  society  at  the  present  day,  is 
the  outcome  of  the  entire  movement,  which  has  evolved  the 
political  constitution,  the  structure  of  the  family,  the  forms  of 
religion,  the  learned  professions,  the  state  of  agriculture, 
manufactures,  and  commerce.  To  understand  existing  eco- 
nomic relations,  we  must  trace  their  historic  evolution,  and 
the  philosophic  method  of  political  economy  must  be  the  one 
which  expounds  that  evolution." 

Leslie  considers  the  cost  of  production  only  af!ects  prices  in 
the  limited  area  within  which  rates  of  profit  and  wages  are 
determmate  and  known.  Domestic,  as  well  as  international, 
value  generally  depends  upon  demand  and  supply.  Political 
economy  is  a  department  of  the  science  of  society,  which 
selects  a  special  class  of  social  phenomena  for  special  investi- 
gation, but  for  this  purpose  must  investigate  all  the  forces  and 
laws  by  which  they  are  governed.  It  has  not  yet  reached  the 
stage  of  a  deductive  science,  the  fundamental  laws  of  the 
economic  world  are  still  imperfectly  known,  and  can  be  fully 
loiown  only  by  patient  induction. 

William  Stanley  Jevons,  1835-82,  Assayer  at  the  Sidney 
Mint,  1854-59,  Lecturer  and  Professor  at  Owens  College, 
Manchester,  1863-76,  and  at  University 
Sviir^*^''^'^  College,  London,  1876-80.  His  first 
work  on  economics  was  a  Statistical  Atlas. 
In  1863  he  wrote  an  essay  On  the  Serious  Fall  in  the 
Value  of  Gold,  and  in  1865  he  wrote  an  essay  On  the  Coal 
Question.  In  187  L  he  wrote  his  Theory  of  Political  Economy. 
In  1875  his  Money  and  the  Mechanism  of  Exchange  was  pub- 
lished. His  other  works  are,  an  essay  On  the  Future  of  Political 
Economy,  1876;  Investigations  in  Currency  and  Finance;  and 
Methods  of  Social  Reform,  1883. 

His  Theory  of  Political  Economy  adopts  the  method  of 
stating  economic  laws  and  problems  by  mathematical  formulae 
and  figures,  which  was  originated  by  Cournot,  and  has  since 
been  fm^ther  developed  by  Marshall.  He  was  the  first  to 
state  the  law  of  final  utility,  that  the  larger  the  quantity  of 
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any  commodity  a  man  possesses,  the  less  the  utihty  of  an 
additional  quantity,  and  the  less  of  other  commodities  will  be 
given  in  exchange  for  it,  therefore  the  larger  the  quantity  the 
less  the  price. 

Marshall  substitutes  for  final  utility  the  term  marginal 
utility,  and  denotes  by  it  the  utility  of  that  portion  for  which 
the  buyer  will  give  the  price  required  rather  than  go  without. 
This  determines  normal  price  to  the  buyers ;  normal  price  to 
the  sellers  depends  upon  the  expenses  of  production. 

His  Investigations  in  Currency  and  Finance  are  an  "  attempt 
to  substitute  exact  inquiries  and  exact  numerical  calculations 
for  guesswork  and  groundless  argument."  This  is  the  ground 
on  which  he  makes  use  of  mathematical  methods  of  statement 
and  figures  in  discussing  economic  problems. 

He  treats  of' — • 

1.  Periodic  fluctuations  of  price. 

2.  Currency  questions. 

A.  An  ideally  perfect  system  of  coinage. 

B.  The  condition  of  the  gold  coinage  in  the  United 

Kingdom. 

He  has  discovered  the  fact  that  the  pressure  on  the  money 
market  recurs  at  monthly  and  quarterly  periods,  when  bills 
are  paid  and  the  quarterly  dividends  are  due,  and  that  it  also 
recurs  in  an  aggravated  form  every  autumn,  when  the  harvest 
is  gathered  in  and  large  money  payments  are  due.  He  in- 
vented the  method  of  ascertaining  the  average  level  of  prices 
by  means  of  index  numbers. 

Henry  Fawcett,  1833-84,  wrote  A  Manual  of  Political 
Economy,  first  published  in  1863,  and  which  has  since  passed 
through  seven  editions ;  The  Economic  Position  of  the  British 
Lahourcr,  1865  ;  Pauperism,  its  Causes  and  its  Remedies,  1871 ; 
Free  Trade  and  Protection;  Indian  Finance,  1880.  He  was 
Professor  of  Political  Economy  at  Cambridge  University, 
1863-84. 

Without  troubling  overmuch  about  theoretical  niceties,  he 
put  the  main  facts  of  the  science  in  such  a  brief  and  easily  in- 
telligible manner  that  he  was  justly  looked  on  as  one  of  the 
best  teachers  of  the  subject  in  modern  times. 

Arnold  Toynbee,  1852-83.  He  wrote  essays  On  Ricardo 
and  the  old  Political  Economy  and  On  the  Industrial  Revolic- 
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tiivi  ill  England  in  the  ISth  Century.     lie  published  addresses 
which  he  had  given  on — 

"Wages  and  Natural  Laws. 

Are  Ixadieals  Socialists  ? 

Industry  and  Democracy. 
He  contended  that  political  economy  cannot  stand  neutral 
between  contending  schemes  of  social  economy,  as  Cairnes 
said  it  should ;  it  must  endeavour  to  guide  its  disciples  to  a 
right  choice  between  them.  He  held  that  the  opposition 
between  the  historical  and  deductive  methods  "  was  due  to 
a  wrong  use  of  deduction ;  to  a  neglect  on  the  part  of  those 
employing  it  to  examine  closely  their  assumptions,  and  bring 
their  conclusions  to  the  test  of  fact."  The  historical  method 
examines  the  actual  causes  of  economic  development,  and 
considers  the  influence  of  institutions,  such  as  the  medipeval 
guilds,  our  present  laud  laws,  or  the  political  constitution  of 
any  given  country  in  determining  the  distribution  of  wealth. 
It  compares  the  stages  of  economic  development  in  one 
country  with  those  which  have  obtained  in  other  countries  and 
times.  He  points  out  that  abstract  propositions  are  seen  in 
a  new  light  when  studied  in  relation  to  the  facts  which  were 
before  the  writer  at  the  time  when  he  formulated  them. 

His  opinion  is  that  "  the  era  of  Free  Trade  and  free  contract 
is  gone,  and  the  era  of  administration  is  come."  The  Govern- 
ment is  no  longer  to  abstain  from  interference,  but  to  claim 
the  power  of  re\dew  of  all  contracts  the  parties  to  which  are 
not  on  an  equality,  to  enforce  on  masters  the  duty  of  pro- 
tection of  their  workmen,  to  undertake  the  management  of 
enterprises  of  public  importance  now  left  in  private  hands, 
and  to  represent  the  collective  might  of  society  in  doing  for 
individuals  what  they  are  unable  to  do  for  themselves. 
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QUESTIONS  ON  BOOK  I. 


1.  Give  the  subdivisions  of  wealtli,  and  explain  how  it  is  "  an  affair 
of  human  institution  only." 

2.  Explain  the  object  of  pohtical  economy,  and  its  relation  to  tha 
other  sciences.  To  what  extent  is  political  economy  a  hypothetical 
science  1 

3.  Distinguish  the  political  economy  of  the  school  of  Ricardo  from 
that  of  the  school  of  Marshall. 

■i.  Wliat  is  meant  by  a  law  of  pohtical  economy  1 

5.  Distinguish  productive  from  unproductive  labour  and  circulating 
from  fixed  capital.  To  which  hind  of  capital  do  the  implements  and 
raw  materials  of  a  manufacturer  belong  1 

6.  What  are  the  cliief  differences  of  the  mediaeval  guUd  system  of 
production  from  that  which  at  present  prevails  ? 

7.  How  do  the  moral  quahties  of  the  labourer  affect  the  productive- 
ness of  his  labour  1 

8.  What  is  meant  by  "  extensive  "  and  "  intensive  "  farming  1 
Compare  the  respective  advantages  of  both  sj^stems. 

9.  Discuss  the  effect  of  Free  Trade  upon  Enghsh  agriculture.  Upon 
what  kind  of  crops  should  the  EngHsh  farmer  place  his  dependence 
for  the  future  ? 

10.  Distinguish  the  part  played  by  nature  in  production  from  that 
played  by  man,  and  explain  the  law  of  decreased  production  from  land 
and  the  causes  wliich  counteract  this  law. 

11.  What  are  the  three  chief  countries,  besides  America,  from  which 
wheat  is  imported  into  England  ?  Why  is  it  hkely  that  the  amount  im- 
ported from  America  must  shortly  be  reduced  ? 


24S  rOLITICAL   ECONOJNIY. 


QUESTIONS  ON  BOOK  II. 

12.  Discuss  tlie  origin  of  private  property.  Is  it  just  that  the  State 
should  lovj'  a  special  tax  on  the  "  uuearnecl  increment  "  to  the  wealth 
of  tlie  landlords  1 

18.  Contrast  Socialism  ■with  Individuahsm,  and  State  SociaUsm  with 
Anarchic  Socialism.  AVhat  advantages  to  the  community  are  expected 
to  be  realised  from  Socialism  1 

11.  I'^xjilain  the  theories  of  "surplus  value"  and  of  wages  upon 
which  SociaUsm  is  based. 

15.  How  do  SociaUsts  prove  that  "  property  is  robbery  "  1 

Hi.  What  do  you  know  of  Louis  Blanc's  Organ'milum  of  Work, 
Lassallc's  Bastuit-Schulze,  the  Gotha  programme,  Bakunin's  Ood  and 
tlie  State,  Henry  George's  Progress  and  Poverty  ? 

17.  Sketch  the  liistoiy  of  the  International  and  of  the  German 
Sociahst  Parliamentary  Party. 

18.  Point  out  the  main  difficulties  in  the  way  of  realisation  of  the 
Socialist  schemes.  Show  that  the  mere  discussion  of  Socialistic  prin- 
ciples has  been  of  serAdce  to  the  world. 

19.  How  do  the  cotter  tenants  of  Ireland  differ  from  tenant  farmers  1 
What  are  the  faults  of  this  system  of  tenancy,  and  how  are  they  to  be 
remedied  1 

20.  What  is  the  fundamental  distinction  between  production  and 
distribution?  Show  that  competition,  as  a  regulator  of  distribution,  is 
a  force  of  quite  modem  date.  Explain  the  influence  of  custom  and 
competition  respectively  upon  the  fees  of  professional  men,  such  as 
doctors. 

21.  \Miat  are  the  causes  which  have  prevented  wages  from  increas- 
ing in  proportion  to  the  increase  of  the  wealth  of  England  1 

22.  Give  Mill's  statement  of  the  wages  fund  theory,  and  Cairnes'  view 
upon  this  point. 

23.  Criticise  the  statement  that  "  profits  vary  inversely  as  wages." 

24.  Explain  the  relation  between  high  wages  and  good  trade. 

25.  State  Ricardo's  theory  of  wages. 

26.  What  would  be  the  economical  effect  of  a  law  fixing  the  legal 
duration  of  a  day  at  eight  hours  ? 

27.  Explain  the  operation  of 

A.  National  education; 

B.  Emigration, 
as  remedies  for  low  wages. 

28.  When  the  rate  of  profit  rises  above  or  falls  below  the  normal 
rate,  what  tendency  is  put  in  motion  to  cause  it  to  revert  to  that  rate  ? 
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29.  Explain  the  statement  "  the  cost  of  lahonr,  and  therefore  the  rate 
of  i^rofit  is  a  function  of  three  variables."  Why  is  the  rate  of  profit 
higher  in  Australia  than  in  England,  in  spite  of  the  rate  of  wages  being 
also  liigher  1 

30.  Contrast  the  changes  in  profit  and  rent  ui  a  progressive  state  of 
society. 

31.  What  parallel  can  be  drawn  between  profit  and  rent  1 

32.  Why  do  profits  tend  to  a  minimum  1  What  are  the  consequences 
of  this  tendency,  and  how  is  it  to  some  extent  counteracted  1 

33.  Define  "  margin  of  cultivation."  How  does  its  i^osition  depend 
upon  the  current  rate  of  profit  in  each  country  1 

Si.  Distinguish  agricultural  from  monopoly  rent.  Account  for  the 
existence  of  agricultural  rent,  and  show  how  it  is  afi'ected  by — 

A.  Agricultural  improvements. 

B.  Increase  of  population. 

C.  Rise  in  the  rate  of  wages. 

35.  What  objections  have  been  urged  against  Kicardo's  theory  of 
rent? 

36.  Explain  the  following  sentence:  "Given  the  habits  and  re- 
quirements of  the  labourers,  rent,  profits,  and  money  wages  are  the 
result  of  the  '  composition  of  forces,'  of  the  increase  of  the  population, 
and  agricultural  improvement." 

37.  Sketch  the  history  of  trades  unions.  What  would  be  the 
economic  result  if  their  objects  were  realised? 

38.  Sketch  the  history  of  the  co-operative  movement,  showing  how  it 
may  be  expected  to  benefit  the  labourers. 


QUESTIONS  ON  BOOK  III. 

39.  Criticise  the  statement  that  "  labour  is  the  sole  cause  of  value." 

40.  Define  final  or  marginal  utility,  and  distinguish   normal  from 
market  price. 

41.  Classify  commodities  in  relation  to  value,  and  explain  how  the 
value  of  commodities  in  each  class  is  fixed. 

42.  How  does  a  rise  in  general  profits  affect  the  value  of  commo- 
dities 1 

43.  Discuss  the  possibility  of  an  excess  of  the  supply  of  commodities 
over  the  demand. 

44.  Define  money  and  show    how  it    facilitates  exchange.       Wliat 
other  functions  does  it  fulfil  1 
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45.  I^o^Y  is  tlio  amount  of  moncj'  required  lor  circulation  in  a  country 
regulated,  and  upon  what  causes  does  its  purchasing  power  depend? 

4t).  "NVhen  the  value  of  mouej'  (its  purchasing  power)  is  above  or 
below  its  cost  of  production,  by  what  means  is  it  restored  to  its  former 
level  1 

47.  "NVliat  is  meant  by  tlie  quantitative  thcorj'  of  money  1  State  tlie 
main  arguments  in  favour  of  bimetallism.  Can  the  bimetaUists  point 
to  any  period  when  the  bimetallic  ratio  was  actually  maintained  1 

48.  AVhy  has  the  enormous  increase  in  the  amount  of  gold  brought 
about  by  the  discoveries  iu  Australia  and  California  exercised  so  little 
inlluence  upon  its  value,  as  compared  with  silver,  or  upon  prices  in 
general  1 

41).  Explain  the  cfTect  of  the  increased  production  of  gold  (1)  on 
Australia  ;  [2)  on  England  and  America. 

50.  Explain  how  the  demand  for  silver  has  fallen  and  its  supply  has 
been  gi-eatlj''  increased. 

51.  "What  effect  has  the  depreciation  of  silver  had  (1)  upon  the 
price  of  Indian  products  in  India;  (2)  upon  the  Indian  export 
trade  1 

52.  "SMiat  measures  have  been  taken  by  the  Government  of  India  to 
aiTest  the  fall  in  the  sterling  value  of  the  rupee  1  What  amount  of 
success  has  been  gained  by  these  measures,  and  why  have  they  not  met 
with  more  1  Describe  the  general  effect  of  these  measures  upon 
Indian  trade. 

53.  Compare  and  account  for  the  diiierence  in  the  effect  on  credit  of 
bank  notes  and  bills  of  exchange  or  book  credits  respectively. 

54.  In  times  of  commercial  crisis  what  form  of  credit  is  most  used 
for  speculative  purchases  1  Show  that  the  Bank  Charter  xVct  of  1844 
fails  in  preventing  times  of  commercial  crisis,  and  is  prejudicial  in  its 
after  effect. 

55.  Compai-e  the  effects  of  a  paper  cun-enoy  (1)  if  convertible,  (2)  if 
imconvertible. 

56.  Expose  the  fallacies  involved  in  the  expectation  of  benefit  from 
an  unlimited  inconvertible  paper  currency. 

57.  What  causes  raise  the  rate  of  interest  1  "Wliat  effect  has  a  rise 
in  the  rate  of  interest  upon  the  price  of  the  public  funds  and  of  land, 
and  why  1 

58.  'Whj  is  London  the  banking  centre  of  the  world  1 

59.  "\\Tiat  regulates  the  value  of  an  imported  article,  and  upon  what 
causes  does  the  advantage  of  a  country  in  foreign  trade  depend? 

CO.  England  trades  with  France  in  ii'on,  there  is  an  improvement  iu 
production  cheapening  iron  in  England.  Upon  what  causes  does  it 
depend  whether  France  viiU.  participate  in  tliis  cheapness  or  not  1 
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01.  England  trades  with  France  in  iron.  Examine  the  efTect  of  the 
trade : — 

(1.)   On  the  price  of  iron  in  England. 

(2.)   On  the  English  labourers,  who  formerly  produced  that  part  of 
the  wheat  consumed  in  England  which  is  now  imported  from 
France. 
(3.)   On  the  price  of  home-grown  wheat  in  the  English  market. 

62.  Under  what  circumstances  do 

A.  The  exports  of  a  country  permanently  exceed  the  imports  1 

B.  The  imports  of  a  country  permanently  exceed  the  exports  1 

63.  In  what  cases  only  does  a  tax  on  imports  fall  upon  the  foreign 
producer  1 

64.  Upon  what  causes  does  underselling  depend  ? 

65.  Explain  the  reasons  for  which  bulUon  is  imported  and  exported, 
when  not  an  ordinary  article  of  merchandise.  What  enables  a  country 
to  import  bullion  at  a  cheap  rate  ? 

60.  What  is  meant  by  an  unfavourable  exchange  1  Show  that  it 
cannot  be  permanent. 


QUESTIONS  ON  BOOK  IV. 

67.  Distinguish  authoritative  from  permissive  State  interference,  and 
point  out  how  Mill's  views  on  State  interference  differ  from  those  of 
State  Socialists.  In  what  cases  does  Mill  consider  Government  inter- 
ference justifiable  ? 

68.  State  Adam  Smith's  "  Canons  of  Taxation."  How  are  they  am- 
biguous ?  What  provisions  are  necessary  before  an  income  tax  can  be 
considered  just  1 

69.  What  is  meant  by  the  "  unearned  increment  "  to  rent  ?  Is  it  a 
proper  subject  for  taxation  ? 

70.  Explain  the  difference  in  the  incidence  of  a  tax  on  ground  rents, 
(1)  when  the  supply  of  land  for  building  purposes  is  unhmited ;  (2) 
in  exceptionally  valuable  sites.  Show  that  taxes  on  commodities  fail 
to  satisfy  the  requisite  of  "  equality  of  incidence."  Why  is  it  more 
desii'able  to  tax  manufactured  goods  than  raw  produce  ? 

71.  Explain  the  effect  of  long-continued  taxes  upon  agricultural 
produce. 

72.  Give  the  arguments  for  and  against  Protection.  Show  that 
reciprocity  is  not  necessary  for  Free  Trade  to  be  economically  desirable. 

73.  Distinguish  the  incidence  of  rates  upon  manufactories  and 
business  premises  according  as  the  rate  is  (1)  uniform ;  (2)  higher  in 
some  locahties  than  others. 
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7  1.   Sketch  tlie  history  of  Poor  Liiw  legislation. 

7  5.  Give  the  substance  of  Mill's  criticisms  on  the  English  Laud  Law 
and  the  Laws  of  Partnership  and  Bankruptcy. 


QUESTIONS  ON  BOOK  V. 

7G.  How  was  trade  regarded  by  the  ancients? 

77.  Point  out  the  main  differences  between  ancient  and  modern 
industrial  life. 

78.  Estimate  the  influence  on  economic  progress  of  the  Crusades, 
the  extinction  of  villeinage,  feudahsm,  the  Canon  Law,  the  discovery 
of  America,  and  the  Reformation. 

79.  Upon  what  economic  theory  was  the  English  proliibition  of  the 
export  of  the  jjrecious  metals  justifiable  1  Why  was  tliis  prohibition 
relaxed  in  favour  of  the  East  India  Company  ? 

80.  Name  the  early  economic  authors,  and  their  works  dealing  with 
the  subject  of  the  English  trade  \^dth  India. 

81.  Compare  Sullj^  and  Colbert  as  financiers.  What  was  Colbert's 
Ordonnance  de  la  Marine  1 

82.  Give  some  account  of  John  Locke  as  an  economist  ? 

83.  Sketch  the  history  of  the  Bank  of  England,  and  of  Chamber- 
layne's  Land  Bank. 

84.  Give  some  account  of  Law's  theories  of  paper  money,  and  of  the 
schemes  which  he  carried  out  in  France. 

85.  Examine  Walpole's  claims  to  be  considered  the  first  great  Eng- 
lish Finance  Minister. 

86.  Give  as  complete  an  account  as  you  can  of  the  physiocratic 
school  of  pohtical  economists. 

87.  In  what  points  were  the  views  of  The  Wealth  of  Nations 
erroneous  ?  Estimate  the  influence  of  the  book.  In  what  respect  did 
Beutham  adversely  criticise  Smith  1  How  did  Anderson,  West,  and 
Malthus  correct  Smith's  views  on  rent  1 

88.  How  does  Smith  j)rove  that  the  interests  of  the  community  are 
best  consulted  by  allowing  free  play  to  the  selfishness  of  individuals  ? 
What  limit  is  to  be  assigned  to  tliis  1 

89.  WTiat  is  meant  by  the  "  abstract "  school  of  political  economy  ? 
Under  what  essential  limitations  does  it  labour  1 

90.  Sketch  the  commercial  i)olicy  of  England  towards  her  colonies 
and  Ireland.  Enumerate  the  steps  by  which  this  policy  was  altered  to 
one  of  Free  Trade. 

91.  Sketch  the  history  of  the  Corn  Laws. 


QUESTIONS.  253 

92.  Describe  the  early  training  received  by  J.  S.  Mill.  What  logical 
method  docs  he  piirsiie  in  argument  ?  Estimate  Comte's  influence  on 
his  writings. 

93.  Give  some  account  of  the  theories  of  Hume,  Bastiat,  Carey, 
List. 

94.  Why  does  Cairnes  find  fault  with  Mill's  term,  cost  of  production  1 
What  does  he  propose  to  substitute  for  it,  and  why?  What  does  Cairnes 
mean  by  non-competing  groups  1 

95.  Account  for  the  name  "historic  or  reaUstic  "  school  of  political 
economy.  Name  the  chief  authors  of  this  school,  and  contrast  its 
method  with  that  of  the  school  of  Ricardo.  What  Enghsh  economists 
belong  to  the  historic  school  1 

90.  Enumerate  and  estimate  the  value  of  Bagehot's  contributions  to 
economic  science. 

97.  Who  originated  the  metliod  of  stating  economic  problems  mathe- 
matically? What  writers  of  late  years  have  developed  this  method, 
and  what  is  its  special  advantage  ? 

98.  Estimate  the  use  of  statistics  to  ]3olitical  economy.  What  has 
Jevons  taught  us  in  this  respect  ? 

99.  Explain  "  the  era  of  Free  Trade  and  free  contract  has  gone,  that 
of  administration  has  come." 

100.  What  is  the  meaning  of  the  ".ethical  factor"  in  political 
economy  ?  In  the  writings  of  what  authors  does  it  find  a  prominent 
place  ? 
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Autonomists,  33. 
Aveling,  Edward,  31. 

Bacox,  Loid,  The  New  Atlantis^ 
187. 

Baden- Powell,  1. 

Bagehot,  2,  62,  241,  242  ;  on  money 
and  loans,  242 ;  his  Economic 
Studies,  242,  243, 

Bakunin,  31,  32,  33  ;  estimate  of  his 
work,  33,  34. 

Balance  of  Trade  theory,  200. 

Bandiui,  Sallust,  231. 

Banking,  co-operative,  in  Germany, 
81  ;  in  England,  82  ;  cheques  and 
bills,  118  ;  notes,  119  ;  bank 
credit,  119  ;  Bank  of  England 
notes,  120  ;  increase  of  bank  notes 
in  times  of  crises,  126  ;  discount, 
126  ;  objections  to  rise  in  bank 
discount,  127  ;  working  of  Peel's 
Act  on,  128,  129. 

Bank  of  England — its  formation  and 
history,  203  ;  its  hoards,  127  ;  its 
procedure,  128. 

Bankruptcy,  Law  of,  182. 

Bastiat,  Frederic,  232,  233  ;  his  de- 
fence of  Free  Trade,  233. 

Bandeau,  Abbe,  211. 

Bazard,  27. 

Bebel,  29,  34. 

Beccaria,  CiBsar,  231. 

Beehive,  The,  70. 

Beesley,  Professor  E.  S.,  31,  70. 

Belfast  Trades  Union  Congress,  1893> 
77. 

Bequest,  22  ;  freedom  of,  180,  181. 

Bentham,  Jeremy,  on  English  Law, 
183  ;  on  Adam  Smith,  217,  219. 

Berne  Socialistic  Congress,  34. 
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Betterment,    23  ;   piinciplo   of,  158, 

159. 
Bills  of  Exchange,  117. 
Bimetallism,  96  ;   tendency   of,  98  ; 

Locke's  case  against,  98  ;  a  quan- 
titative tlieory  of  money,  99. 
r>lanc,    Louis,    '2-1  ;    failure    of    his 

scheme  for  national  workshops,  24. 
Bland  Act,  90,  97. 
Blanqui,  31. 

Bois-Guilbert,  Seigneur  de,  210. 
Boot  and  Shoo  Operatives,  National 

Union  of,  74. 
Bostichi,  Bernardo  Davanzati,  198. 
Bount)'  sj-stem,  174. 
Bricknniking,  rediscovery  of  the  art 

of,  194. 
Brigg's  Co-operative  Stores,  78. 
Briscoe,  John,  203. 
Bonded  warehousing,  146. 
Buckle,  T.  H.,  on  Adam  Smith,  214  ; 

defence   of    the   abstract   method, 

233. 
Budget,    Sir  W,    Harcourt's,    1894, 

156. 
Builders'  Union,  67. 
Bullion,  93  ;  removal  of  restrictions 

on  its  exportation  from  England, 

199  ;  Ricardo  on,  221. 
Burns,  John,  26. 
Burt,  Thomas,  72. 


Cabet,  Etienne,  24. 

Caird,  Sir  James,  237. 

Cairnes,  Prof.  J.,  3,  41  ;  his  criticism 
on  Bastiat,  233  ;  his  works,  237  ; 
Essays  on  Value,  Labour,  Capital, 
and  Free  Trade,  238,  239. 

California,  75  ;  gold  v.  agriculture, 
104. 

Callender,  W.  R.,  71. 

Capital,  definition  of,  7  ;  its  limiting 
powers,  7  ;  how  produced,  7  ;  of 
two  kinds,  8  ;  increase  of,  19,  20  ; 
Socialistic  definition  of,  32  ;  con- 
version of  circulating  into  fixed, 
67  ;  effect  of  loans  on,  57  ;  its 
relation  to  population,  64;  com- 
parison with  credit,  110  ;  loanable 
capital,  130  ;  how  affected  by  cheap 
living,  130  ;  Adam  Smith  on, 
213. 


Ca])italist  ■!•.  feudalist,  43  ;  inlluenco 
on  ]>ricca,  44  ;  effect  on  producer, 
44  ;  effect  on  buyer,  44. 

Carey,  Henry,  on  Ricardo's  Theory 
of  Rent,  224  ;  his  I'rinciplcs  of 
Social  Scinice,  235,  236. 

Carpenters'  Union,  69. 

Carriage,  cost  of,  136. 

Cartels,  40. 

Chamberlayne,  Hugh,  203. 

Chamberlayne's  Land  Bank,  203. 

Charlemagne,  189. 

Chartists,  68. 

Cheques,  118. 

Cherbuliez,  A.  Elise,  234. 

Chevalier,  Michael,  234. 

Child,  Sir  Josiah,  201. 

Christian  Socialism,  37,  60. 

Christian  Social  Union,  37. 

Cicero  on  commercial  pursuits,  188. 

Civil  Service  Stores,  80. 

Cleveland,  President,  97. 

Clothworkers'  Society  (Leeds),  67. 

Colbert,  his  financial  measures,  200, 
201. 

Collective  system,  67. 

Collectivism,  24. 

Colonisation,  Wakefield  system,  153. 

Columella  on  agriculture,  188. 

Combination  Acts,  68. 

Committees,  Herschell's  Indian 
Finance,  112  ;  on  woollen  manu- 
factures, 67. 

Commodities,  classification  according 
to  value,  85-90  ;  their  market 
value,  86  ;  effect  of  competition  on, 
86  ;  how  their  values  are  affected 
by  supply  and  demand,  86  ;  how 
prices  are  affected  by  over-produc- 
tion and  high  wages,  86  ;  agricul- 
tural commodities,  89  ;  mineral 
and  sea  commodities,  89. 

Communism,  23. 

Communist  League,  31. 

Companies,  joint-stock,  131  ;  price 
of  their  shares,  132. 

"  Company  of  the  West,"  the,  205. 

Competition,  43  ;  its  effect  on  value 
of  commodities,  86. 

"  Composition  of  forces,"  66. 

Comte,  Auguste,  229,  230. 

Conciliation,  Boards  of,  73,  76. 

Condorcet,  220. 
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Congresses,  Belfast  Trades  Union, 
1893,  77  ;  Berne  Socialistic,  34  ; 
Ghent  Universal  Socialist,  35  ; 
Norwich  Trades  Union,  1894,  77. 

Conspiracy  and  Protection  of  Pro- 
]ierty  Act,  72. 

"  Contracting  out,"  73. 

Contract  Law,  English,  181,  182. 

Contracts  for  perpetuity,  152  ;  taxes 
on,  164. 

Co-operation,  10;  co-operative  associa- 
tions, 52  ;  advantages  of,  78  ; 
French  and  English  Co  -  opera- 
tive Companies,  78  ;  Leclaire's  and 
Brigg's  Companies,  78  ;  United 
Coal-Miners  of  South  Yorkshire,  78; 
Ouseburn  Engineering  Factory,  78  ; 
how  bonuses  are  distributed,  78  ; 
Leeds  Flour  Mill,  78  ;  Northamp- 
ton Shoemakers,  79  ;  Oneida 
Perfectionists,  79  ;  Amana  Society, 

79  ;  Oldham  Sun  Cotton  Mill,  79  ; 
Gurdon's  farms,  79  ;  London  Co- 
operative Guild,  79  ;  Shakers,  79  ; 
Co-operative  Masons  and  Piano- 
forte Makers,  79  ;  Rochdale  Equit- 
able Society,  80  ;  Zurich  Con- 
sumers' Union,  80  ;  Milan  Co- 
operative Union,  80  ;  Civil  Service 
Stores,  80  ;  Army  and  Navy  Co- 
operative Stores,   80  ;  Mulhall  on, 

80  ;  in  Germany,  81  ;  co-operative 
banking,  81,  82. 

Co-operative    banking  in   Germany, 

81  ;  in  England,  82. 
Corn  Laws,  15,  18,  168,  227. 
Cottier  tenants,  42. 
Council  Drafts,  110,  114. 
Courcelle-Seneuil,  J.  J. ,  234. 
Cournot,  Augustine,  234. 

Credit,  115-125;  Mill's  definition, 
115  ;  its  effect  on  the  resources  of 
a  community,  116  ;  distinction 
from  capital,  116  ;  how  it  affects 
prices,  116  ;  its  creation  of  pur- 
chasing power,  117  ;  book-debts, 
117  ;  assignments,  117  ;  bills  of 
exchange,  117  ;  accommodation 
bills,  117  ;  acceptances,  117  ;  pro- 
missory notes,  117  ;  fictitious 
bills,  117 ;  cheques,  118 ;  how 
affected  by  bank  or  commercial 
crises,  118  ;  Exchequer  bills,  118  ; 


bank  notes,  119  ;  its  inrtuence  on 
prices,  120  ;  how  it  affects  purchas- 
ing power,  121  ;  inconvertible 
paper  currency,  121. 

Crhninal  Law  Amendment  Act,  72. 

Cromjtton,  Henry,  73. 

Currency,  legislation  respecting,  125- 
130;  Sir  Robert  Peel's  Act,  125- 
128  ;  relation  of  increase  of  circu- 
lating medium  to  prices,  125  ; 
withdrawal  of  gold  from,  127  ; 
Bank  of  England  hoards,  127  ; 
method  of  Bank  of  England  pro- 
cedure, 128  ;  question  of  monopoly 
of  issue  in,  129  ;  objections  to 
plurality  of  issuers,  129  ;  Act  of 
1826  abolishing  small  notes,  130. 

Currency  reform  of  India,  1893,  its 
eftect,  100. 

Davenant,  Sir  "William,  208. 

Debt,  Abolition  of  Imprisonment 
for,  182. 

Defoe,  Daniel,  202,  203. 

Demand,  definition  of,  86  ;  its 
various  uses,  88. 

Demonetisation,  108. 

Digges,  Sir  Dudley,  198. 

Direct  Taxation.     Sec  Taxation. 

Discount,  effects  of  raising  bank  rate, 
126  ;  objections  to  its  rise,  127  ; 
how  its  rise  affects  demand  for 
money,  132. 

Distribution,  21  ;  influences  regula- 
ting, 43,  44  ;  distinction  between 
production  and  distribution,  43. 

Double  Standard,  The,  97  ;  advan- 
tages of,  98,  99  ;  its  introduction 
in  India,  113. 

Duncombe,  Thos.  Slingsby,  68. 

Dunning,  T.  J.,  70. 

Dunoyer,  Charles,  232. 

Dupou  de  Nemours,  210. 

East  India  Company,  The,  85,  193  ; 
favourable  allowances  to,  198. 

Economics,  definition,  186  ;  political, 
186  ;  ideas  of  in  ancient  times, 
186  ;  ideas  of  among  the  Greeks, 
186,  187  ;  diflerences  between 
ancient  and  modern  industrial  life, 
186-188  ;  Xenoplion  on,  187  ; 
Aristotle  on,  187  ;  ideas  of  among 
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the  Romans,  188  ;  Varro  and  Colu- 
mella on  a,<j;iiculture,  18S  ;  Cicero 
on  coniinerc(%  188  ;  iiloas  of  in  the 
Miildlo  AiJtes,  189  ;  inlluonce  ol" 
Feuilalism  on,  180  ;  inlliience  of 
the  Canon  Law  on,  189  ;  GuiUls, 
189-191  ;  Rise  of  woollen  industry 
in  England,  191,  192  ;  growth  of 
imports  in  England,  193  ;  ell'ects 
of  the  Reformation  and  the  dis- 
covery of  America  on,  196  ;  royal 
interference  with  English  trade, 
196,  197  ;  the  abstract  method  in, 
222,  223  ;  commencement  of  change 
in  English  commercial  policy,  225  ; 
repeal  of  the  Navigation  Laws, 
225  ;  Historical  or  Realistic  School 
of  Germany,  239. 

Edinburgh  Upholsterers'  Sewers' 
Society,  72. 

Education,  national,  52. 

Education,  national  provision  for, 
152. 

Pllcho's  blaster  and  Servant  Act,  70. 

Emigration,  52. 

Employers  and  Workmen  Act,  72. 

Enfautin,  27. 

Engagement,  breach  of,  72. 

Engels,  25,  31. 

Eugineers,  Amalgamated  Society  of, 
69,  74. 

Entail,  Law  of,  24. 

Enterprises,  private  and  public,  11. 

Escheat,  Right  of,  189. 

Exchange,  definition  of,  83. 

Exchange,  its  lowness  favourable 
to  industi'ial  development,  112  ; 
Indian  exchange,  112  ;  the  results 
of  its  low  rate  on  trade  in  United 
Kingdom,  India,  Germany,  France 
and^Holland,  112  ;  its  law,  132  ; 
its  effect  on  a  country's  money, 
148  ;  unfavourable  exchange,  148, 
149. 

Exchange  value,  5  ;  Ricardo's  doc- 
trine of,  223, 

Exchequer,  closing  of,  201. 

Exchequer  bills,  118, 


Fabian  Society,  36. 

Factory  system,  67. 

Fair  Trade.     See  Reciprocity. 


Farming,  13  ;  American  system,  16  ; 
two  systems  of,  16. 

Fawcett,  23,  38,  50  ;  on  farming 
profits,  53  ;  on  depreciation  of 
gold,  106  ;  on  credit,  IIC  ;  on  In- 
come Tax,  157  ;  on  taxation  of  com- 
modities ;  165  ;  on  Protection  in 
Victoria,  168,  169  ;  on  Protection 
and  Free  Trade,  170-172;  on 
London  Poor  [  Law  system,  179, 
180  ;  his  published  works,  245. 

Feudalism,  influence  of,  on  Econo- 
mics, 189. 

Fictitious  bills,  117. 

Fouquet,  197- 

Fourier,  Charles,  27. 

Friinckel,  32. 

Frauds,  Statute  of,  14. 

Free  Trade,  15  ;  influence  on  prices, 
101,  102  ;  effect  on  gold  output, 
101  ;  international,  132-144  ;  its 
advantage,  132,  133  ;  import  and 
export,  133 ;  its  civilising  and 
peace-making  tendencies,  133  ; 
examples  of  Spanish  and  English 
trade,  134  ;  how  profits  are  shared, 
134  ;  example  of  French  and  Eng- 
lish trade,  135  ;  cost  of  carriage, 
136  ;  example  of  English,  French, 
and  Belgian  trade  ;  137  ;  cost  of 
commodities,  137  ;  example  of 
English,  French,  and  Russian 
trade,  137,  138  ;  advantage  of 
increased  demand  for  export,  138  ; 
example  of  English  and  French 
trade,  138,  139  ;  consideration  of 
operation  of  Free  Trade,  141  ; 
influence  of  taxation  on,  141  ; 
equation  of  international  demand 
in  trade,  145  ;  Repeal  of  Corn  and 
Navigation  Laws,  168  ;  Fawcett's 
summation  of  its  advantages,  170- 
172  ;  Bastiat's  defence  of,  233, 

Friendly  Societies  Act,  69,   71. 

FuUarton,  Mr,  on  bank  issues,  125. 

Galiani,    Abbe     Ferdinando,     230, 

231, 
Gasworkers'  Union,  77,  78. 
George,  Henry,  35, 
Ghent  Universal  Socialist  Congress, 

35, 
Giffen,  R,,  96. 
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Gilbert's  Act,  177. 

Gold,  the  material  of  money,  92  ;  its 
price  as  bullion,  93  ;  effect  of 
de^Jreciation  of,  98  ;  effect  of  in- 
creased  production   of,  on   prices, 

102  ;  on  wages,  102  ;  ellect  of  in- 
creased production  of,  in  Australia, 

103  ;  how  appreciated,  105,  106  ; 
how  its  demand  is  affected  by  in- 
crease in  wages,  106  ;  tables  of 
production,  107  ;  reasons  for  uon- 
falling  in  value  in  spite  of  large 
production,  108  ;  as  a  standard 
value  in  India,  113  ;  occurrences 
of  gold  effluxes,  127  ;  withdrawal 
from  currency,  127.  See  also 
Precious  Metals. 

Glasgow  Trades  Council,  70. 

Goodwin,  William,  219. 

Gosclien,  Mr,  considerations  on 
appreciation  of  gold,  105,  106 ;  on 
export  trade,  133, 

Government,  general  functions  of, 
150-153  ;  considerations  on  its 
functions,  150  ;  Mill  on,  150  ;  State 
Socialism,  150  ;  permissive  inter- 
ference of,  151  ;  Mill  on  Govern- 
ment interference,  151  ;  his  ex- 
ceptions, 152  ;  justifiable  cases  for 
Government  interference,  152  ; 
Mill's  estimate  of  Government 
value,  153  ;  obligation  of  a  State's 
subjects,  154  ;  Government  inter- 
ference from  mistaken  theories, 
166-174  ;  attempt  to  fix  price  of 
food,  166  ;  laws  against  combina- 
tion of  workmen,  167  ;  laws  en- 
forcing conformity  to  religion, 
168  ;  Adam  Smith  on  its  limita- 
tions, 216. 

Grave,  Jean,  34. 

Greshara's  Law,  122. 

Ground  Rents.     Sec  Taxation. 

Guilds,  189-191. 

Gurdon,  Mr,  79. 

Haf.court,    Sir    Wm.,    Budget    of 

1894,  156. 
Harrington,  Sir  J.,  Oceana,  187,  201. 
Harrison,  Frederic,  70,  71. 
Haseuclever,  34. 
Herschell     Committee     on     Indian 

Finance,  112, 


Hildebrand,  Bruno,  240. 
Hill,  Frederic,  71. 
Historical  School,  239. 
House  Tax.     Sec  Taxation. 
Houses,  investments  in,  8. 
Hughes,  Thomas,  71. 
Hume,  David,  219. 
Hume,  Joseph,  67. 
Huntingdon,  Henry  of,  191, 
Huskisson,  225,  226, 
Hyudman,  Henry,  36. 


ICARIA,  24. 

Income  Tax,     Sec  Taxation, 

India, silver  demand  in, 109;  silver  im- 
portation in,  109  ;  effect  of  currency 
changes  in,  110  ;  considerations  on 
gold  and  silver  in,  110  ;  Council 
Drafts,  110  ;  purchasing  power  of 
the  rupee,  110  ;  rise  in  rents,  wages, 
110 ;  rise  in  prices,  110  ;  O'Connor's 
Indian  prices  and  wages  statistics, 
110  ;  Statistical  Atlas,  110  ;  rise  in 
tlie  price  of  rice.  111  ;  competition 
of  Indian  wheat.  111  ;  table  of 
wheat  exportation  and  its  de- 
pendence on  the  low  rate  of  ex- 
change, 111  ;  Herschell  Committee, 
112  ;  gold  value  of  rupee,  112  ; 
exchange  in,  112  ;  proposals  for 
relief  of  Government  owing  to 
silver  depreciation,  113  ;  introduc- 
tion of  double  standard,  113  ;  gold 
standard  in,  113  ;  effect  of  repeal 
of  Sherman  Act  on  its  finance,  113  ; 
failure  of  Government  plans  for 
finance  remed}',  114  ;  results  of 
closing  of  Indian  mints,  115; 
opium  monopoly  in,  142. 

Indies,  the.  Trading  Company  of, 
206. 

Indirect  Taxation.     Sec  Taxation, 

Industrial  and  Provident  Societies 
Act,  82. 

Inheritance,  Laws  of,  180. 

Insolvency,  Laws  of,  182. 

Insurance  against  risk,  53. 

"  International  "  Tiie,  31. 

International  Society  of  Working 
Men,  70. 

Interest,  20;  "stationary  state  "  in, 
57  ;  rate  of,  130-132  ;  its  depend- 
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cnee  on  loans,  180  ;  in  Australia, 
130  ;  lowering  of,  132  ;  liow  it 
affects  funils,  132. 

Jaoeizow,  30. 

Jevons,  Prof.  W.  S.,  on  money,  92  ; 

definition  of  "  stanilanl  of  value,'' 

Pli,  101  ;  his  works,  244. 
.Tones,  liiL'liartl,  227. 
.lunta,  tlie,  70. 

"  Katheder  Socialisten,"  31,  241. 

Kemp,  John,  192. 

Ivetteler,  Yon,  37. 

Kidd,  Henjaniin,  on  present-day 
legislation,  150,  151. 

King,  Gregory,  18. 

King's,  Lord,  Law  of  Paper  Cur- 
rency, 123. 

Kiugsley,  Charles,  37,  69. 

Knies,  Charles,  240,  241. 

Kniglits  of  Labour,  36. 

Kolokol,  The,  33. 

Krapotkine,  Prince,  31,  34. 

Laborde  on  Socialistic  Corporations, 
77. 

Labour,  productive  and  unproduc- 
tive, 6,  9-12  ;  its  relation  to  the 
labourer,  9  ;  division  of  labour, 
9,  10  ;  its  advantages,  10  ;  law  of 
the  increase  of  labour,  12;  German 
Congress,  36  ;  labour  r.  ability, 
39  ;  effect  on  competition  in,  44  ; 
wages  of,  45  ;  influence  of 
machinery  in,  45  ;  its  relation  to 
wages  and  profits,  46-48  ;  eight 
hours  day,  51  ;  cost  of  agricultural 
labour,  54  ;  cost  of  labour,  55  ; 
remedies  to  present  condition  in, 
66-82  ;  labour  movement,  66  ; 
Royal  Commission  of  1894,  73  ; 
how  affected  by  Trades  Unions,  76  ; 
Statute  of  Labourers,  194  ;  Act 
most  prejudicial  to,  198  ;  Adam 
Smith  on,  213. 

Labour  Party,  British,  36. 

Labourers,  Statute  of,  70,  194. 

Labour  Standard,  The,  70. 

Land,  its  productiveness,  12-19  ;  its 
law,  15  ;  comparison  of  arable  and 
jiastnre  in  England,  16  ;  English 
Nationalisation      of,       38  ;     per- 


manent improvements  in,  58  ;  its 
value  in  a  new  colony,  90  ;  English 
land  law,  183,  184  ;  uncertainty  of 
title,  183  ;  its  transferability,  183, 
184  ;  Chamberlayne  and  Law's 
Land  Banks,  203-205. 

Land  Law  of  England,  14  ;  Prussian 
(Stein  &  Hardenberg),  15;  criticism 
on,  183. 

Lassalle,  Ferdinand,  28,  29  ;  his  de- 
finition of  the  economic  law,  29. 

Latin  Union,  The,  96. 

Laveleye,  23. 

Lavergne,  Leone  de,  234. 

Lavrolf,  33. 

Law,  John,  204 ;  his  theories  of 
paper  money,  204  ;  Law's  Land 
Bank,  204,  205  ;  Trading  Company 
of  the  Indies,  206. 

Law's  Scotch  Land  Bank,  124. 

Law  Taxes.     See  Taxation. 

Leasehold  Question,  176. 

Leclaire,  M.,  78. 

Leeds  Flour  Mill,  78. 

Legal,  criticism  of  English  system, 
1S3,  184  ;  Law  Courts  Procedure, 
183  ;  Mercantile  Law,  183  ;  Land 
Law,  183  ;  uncertainty  of  title, 
183. 

Lemereier  dela  Riviere,  211. 

Leslie,  Cliffe,  on  Adam  Smith,  214  ; 
on  the  deductive  method  in  Poli- 
tical Economy,  215  ;  on  the 
abstract  method,  222  ;  his  works 
on  the  historical  method,  243,  244. 

Le  Trosne,  211. 

Levi,  Prof.  Leone,  tables  of  gold  and 
silver,  100,  101. 

Lichfield,  Earl  of,  71. 

Liebknecht,  29,  34. 

List,  Frederic,  235. 

Liverpool  Trades  Guardian  Associa- 
tion, 69. 

Loans,  7  ;  capital  for,  130  ;  causes 
influencing  supply  of,  131,  132  ; 
Government  loans,  131. 

Local  Taxation.     See  Taxation. 

Locke,  against  Bimetallism,  98  ;  on 
theory  of  value,  202  ;  on  debase- 
ment of  coinage,  202  ;  on  taxes, 
202. 

London  Co-operative  Guild,  29  ; 
Trades  Council,  69,  70. 
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Macdonald,  Alexander,  68,  70,  72. 
Machinery,  45  ;  eilect  on  labour,  45  ; 

on  capita],  45,  58. 
Mackintosh,   Sir  James,    on    Adam 

Smith,  218. 
Macleod     on   value,    84 ;    on  fallen 

prices,  106  ;  on  credit,  116. 
Mahaffy,  Prof. ,  on  the  Greek  idea  of 

trade,  186. 
Mallet,  Sir  Louis,  22,  108. 
Mallock,  W.  H.,  39. 
Malthus's  Law,    5  ;     The    Essay   on 

Population,  219  ;  on  moral  checks 

and  the  Poor  Laws,  220  ;  on  rent, 

220. 
"  Margin  of  Cultivation,"  59. 
Maritime   Situation,  Advantages  of, 

13. 
Marshall,  Prof,  2,  3,  4,  6,  16,    45, 

76  ;  on  wages  and  Trades  Unions, 

77  ;  on  co-operation,  79,  80  ;  on 
utility,  85  ;  on  the  parts  played  by 
nature  and  man  in  production,  89  ; 
development  of  Jevons's  position, 
244,  245  ;  his  works,  245. 

Masters  and  AVorkmen,  72. 

Marx,  Karl,  31,  32  ;  Socialism  of, 
32  ;  Das  Kapital,  32,  43. 

Maurice,  F.  D.,  37,  69. 

.M'Culloch,  47,  227. 

Merchants,  Statute  of,  128,  190. 

Mercantile  Fallacy,  The,  198. 

Mercantile  Theory,  The,  200. 

Metallic  currency,  how  affected  by 
additions  of  the  precious  metals, 
122. 

Metayers,  41. 

Methley  Colliery,  78. 

Methuen  Treaty,  the,  218. 

Milan  Co-operative  Union,  80. 

Mill,  James,  227. 

Mill,  John  Stuart,  1,  5,  22;  state- 
ment of  wages  fund  theory,  46,  47; 
on  retail  dealers,  81  ;  on  credit, 
115  ;  on  commodities,  134  ;  on 
Government,  150 ;  his  reasons 
against  Government  interference, 
151  ;  his  exceptions,  152  ;  his  esti- 
mate of  Government  value,  153  ; 
on  equality  of  taxation,  156  ;  on 
Income-tax,  157  ;  on  unearned  in- 
crement, 158;  on  House-tax,  161; 
on  taxation  of  commodities,  165  ; 


on  Laws  of  Inheritance,  180  ;  Criti- 
cism on  English  law,  183 ;  his 
works,  227,  228;  his  debt  to 
Auguste  Comte,  228  ;  his  debt  to 
Bentham,  228  ;  his  training,  228  ; 
alteration  in  his  economic  views, 
229  ;  Mill's  review  of  Comte, 
230. 

Minerals,  13. 

Miners'  Union,  68. 

Miners'  Association,  68. 

Mir,  22,  33. 

Mirabeau,  Victor,  211. 

Misseuden's  Circle  of  Commerce,  191. 

Money,  definition  of,  5  ;  its  full  con- 
sideration, 91-96 ;  a  form  of  capital, 
91  ;  a  measure  of  value,  91  ;  the 
medium  of  exchange,  92  ;  summa- 
tion of  the  functions  of,  92  ;  gold 
and  silver,  92  ;  its  circulation,  92, 

93  ;  paper  substitutes,  93 ;  its 
purchasing  power,  93  ;  its  value, 
how  regulated,  94  ;  its  circulation, 

94  ;  the  laws  of  its  supply  and 
demand,  95  ;  exceptions,  95,  96  ; 
quantitative  theory  of,  99  ;  Gre- 
sham's  law,  122  ;  debasement  of, 
195. 

Monometallism,    96  ;    reasons   for  a 

gold  standard,  97. 
Monopoly,  its  evil  effects,  167  ;  how 

affected    by    the    Declaration    of 

Rights,  197. 
Monopoly  value,  85. 
More,  Sir  Thos.,  The  Utopia,  187. 
Morrill  Tariff,  168. 
Moufang,  Canon,  37. 
Muller,  Adam,  234. 
Mulhall,    16,    45  ;    on   Co-operation, 

80  ;  comparative  tables  of  imports 

and  exports,  101. 
Mun,  Sir  Thomas,  198. 
Municipal  Socialism,  25. 

Navigation  Laws,  effect  on  gold 

output,  101. 
Navigation   Laws   in    England    and 

France,  197. 
Navigation  Law,  repeal  of,  168,  225. 
Nebenius,  Frederic,  235. 
Nevada  silver  mines,  107. 
Newspaper  Tax.     See  Taxation. 
Nihilist  movement,  33, 
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North,  Sir  Dudley,  208. 
Xorthaini>toii      Co-operative     Slioe- 

niakcrs,  70. 
Norwicli    Trinlos     Union     Congress, 

1894,  77. 

O'CoxNOii's  Indian  jirices  and  wages 

statisties,  110. 
Odv'or,  31,  69. 

Okiham  Sun  Cotton  Mill,  79. 
Oneida  Perfectionists,  23,  79. 
Opium,  Indian  monopoly,  143. 
Oresme,  Nicolas,  196  ;  his  works  on 

"Money,"  196. 
Ouseburn  Engineering  Factory,  78. 
Overtime,  75. 
Owen,  Robert,  23  ;  his  social  schemes 

and  works,   23,  24,   25 ;    idea   of 

union  of  productive  classes,  68, 

Paper  Curkency,  inconvertible,  121 ; 
its  ed'ect  on  metallic  currency,  121 ; 
its  ell'ect  on  prices,  122 ;  how 
atfected  by  American  Secession 
War,  122  ;  Lord  King's  Law,  123  ; 
fallacies  involved  in  an  unlimited 
issue  of  inconvertible,  123, 124;  how 
its  depreciation  affected  holders  of 
the  National  Debt,  124,  125 ;  Law's 
theories  on,  204. 

Paris  Commune,  27. 

Paris,  Comte  de,  71. 

Parish  Councils  Act,  52. 

Particularism,  24. 

Partnership,  Law  of,  182. 

Patents  forbidden  by  Declaration  of 
Rights,  197. 

Paterson,  William,  203. 

Peasant  proprietors,  14,  15, 

Peasant  proprietorshij^,  38,  41. 

Peel,  Sir  Robert,  Act  for  limitation 
of  Bank-Note  issue,  125,  126. 

Petty,  Sir  William,  201. 

Phalange,  28, 

Phalanstery,  28. 

Physiocratic  School,  the,  210,  211  ; 
their  first  doctrines,  212. 

Picketing,  71,  72. 

Piecework,  75. 

Pierre  le  Pesant,  210. 

Plato  on  artizans,  186  ;  on  com- 
munity of  property  and  wives,  186; 
The  Ecimhlic,  186,  187. 


Political  Economy,  definition,  1  ;  its 
two  methods,  2  ;  its  three  schools, 
3,  4  ;  social  dynamics,  63  ;  social 
statics,  63.     Sec  also  Economics, 

Pools,  American,  40,  44, 

Poor  Law,  153,  176;  origin  of,  177  ; 
Acts,  177-179;  growth  of  Poor  Law 
charges,  179  ;  Commission  of  Li- 
quiry,  178  ;  Poor  Law  Amendment 
Act,  179  ;  Scotch  and  Irish  Poor 
Laws,  179  ;  Metropolitan  Poor  Act, 
179  ;  Fawcett  on  London  System, 
179  ;  decrease  of  paupers,  179  ; 
circumstances  affecting  the  decrease 
in  paupers,  180. 

Population,  checks  on  its  increase, 
12  ;  elfect  on  rents,  59  ;  effects  of 
wages,  profits,  and  rents  on,  63  ; 
ratios  existing  between  capital  and 
population,  63, 

Potato  famine,  Irish,  46,  66. 

Potosi,  94, 

Potter,  George,  70. 

Prairie  cropping,  16. 

Precious  metals  as  commodities,  144- 
149  ;  their  difierence  from  other 
commodities,  144  ;  effect  of  their 
importation  into  England,  144  ; 
cheap  importation  of  bullion,  144, 
145 ;  equation  of  international 
demand  in  trade,  145  ;  cheap 
money,  145  ;  causes  of  their  im- 
portation, 146  ;  effect  of  bonded 
warehousing,  146  ;  disturbances 
corrected,  147  ;  rise  of  prices  in, 
147 ;  Ricardo's  Law  of  their  distribu- 
tion, 148  ;  how  exports  and  imports 
in,  affect  international  bills,  148. 

Price,  definition  of,  84. 

Price,  L.  L.,  73. 

Prices,  influence  of  custom  on,  43  ; 
on  what  they  depend,  48  ;  relation 
of  agricultural  prices  to  rent,  60  ; 
causes  for  differences  in,  84,  85  ; 
rise  and  fall  in,  85  ;  how  related  to 
joint  cost  of  production,  90  ;  how 
affected  by  Free  Trade,  101,  102  ; 
by   increased  production   of  gold, 

102  ;  animal  jn'oduce  most  affected 
by  a  rise  in,  103  ;  efiect  of  a  rise 
in,  on  manufactured  goods,  103  ; 
effect  of  the  use  of  machinery  on, 

103  ;    how  equality    of   prices  is 


INDEX, 


263 


realised,  103  ;  order  in  which  the 
countries  have  been  aflected  liy  a 
rise  in,  105  ;  reasons  tor  this  order, 
105  ;  fall  in,  affecting  valne  of  gold, 
105  ;  Maclcod  on  fall  in,  106  ;  how 
affected  by  credit,  116  ;  high  prices 
dependent  on  greater  nse  of  money, 
145  ;  decline  in,  affected  by  wealth 
and  population,  146. 

Primogeniture,  Law  of,  14  ;  the 
system,  181. 

Prisage,  190. 

Production,  its  three  requisites,  6  ; 
its  advantages  on  the  large  and  the 
small  scale,  10,  11  ;  Rodbertus's 
system  of  its  nationalisation,  30  ; 
nationalisation  of  the  means  of, 
38  ;  guild  system,  62  ;  industrial 
system,  62  ;  definition  of  86  ;  parts 
played  by  nature  and  man  in,  89  ; 
a  joint  cost  of  90. 

Productive  Associations,  30. 

Profits,  elements  of,  53  ;  effects  of 
increase  of,  54  ;  rate  of,  54  ;  causes 
of  increase  in,  55  ;  decrease  of  pro- 
fits, 56 ;  relation  to  increase  of 
capital,  57  ;  how  lessening  rate  is 
counteracted,  57  ;  tendency  to  a 
minimum,  consequences  of,  58  ; 
how  affected  by  labour,  86  ;  its 
variations,  87  ;  how  its  rise  affects 
value,  87  ;  patentees'  profits,  89  ; 
compared  to  rent,  89. 

Prohibitions,  Imposition  of,  197. 

Promissory  Notes,  117. 

Property,  private,  21-42  ;  its  origin, 
21  ;  its  progressive  stages,  22  ;  in 
land,  22  ;  socialistic  definition  of, 
32  ;  criticism  on  schemes  of  sub- 
stitutes for,  37-40  ;  workmen's 
rights  to,  62  ;  Conspiracy  and  Pro- 
tection of  Property  Act,  72. 

Property,  Common,  21,  22. 

Protection,  an  argument  for,  139  ;  its 
rationale,  140,  141  ;  imposition  of 
duties,  142  ;  arguments  against, 
142,  143  ;  its  evils,  168  ;  Fawcett 
on  Victorian  Protection,  168-169  ; 
Morrill  Tariff,  168  ;  American  pro- 
sperity under,  168-170;  Fawcett's 
summary  of  Protectionist  argu- 
ments, 170-174  ;  Bounty  system, 
174  ;  Treaties  of  Commerce,  174  ; 


History  of  the  Duties     on   Corn, 

226,  227. 
Proudhon,  26,  28. 
Public  Works,  183. 

Quantitative  Theory  of  Money,  99. 
Quesnay,  Francis,  210,  211. 

Railways,  American,  17  ;  Victorian, 
26 ;  Railway  Servants,  Amalga- 
mated Society  of,  74. 

Rates,  175  ;  municipal,  176  ;  lailway, 
176. 

Raw,  Charles  Henry,  235. 

Rayats,  42. 

Realistic  School,  239. 

Reciprocity,  168. 

Recluse,  Elisee,  34. 

Reformation,  the,  Economic  Effects 
of,  196. 

Registration  of  Trade,  71. 

Rent,  Rodbertus's  Theory  of,  30 ; 
George's  definition,  35,  43  ;  reason 
for  its  existence,  58  ;  its  relation  to 
profit,  59  ;  relation  to  the  "margin 
of  cultivation,"  59  ;  relation  to  in- 
crease of  population,  60;  population 
effects  counteracted,  60  ;  relation 
to  value,  60  ;  and  to  prices,  60  ; 
monopoly  rent,  61;  objections  to 
theory  of  rent,  61  ;  relation  to  new 
colonies,  61  ;  agricultural  rent,  65; 
reduction  in  through  cheaper  food, 
65;  Ricardo's  Theory  of,  220,  221. 

Ricardo,  3,  29  ;  theory  of  wage, 
47  ;  on  value,  84  ;  his  Law  of  the 
distribution  of  the  precious  metals, 
148 ;  his  theory  of  rent,  220,  221  ; 
on  bullion,  221  ;  his  abstract 
method,  221,  222  ;  his  doctrine  of 
exchange  value,  223 ;  drawbacks 
of  Ricardo's  School,  223,  224  ;  his 
principles  of  economics,  224,  225. 

Rice,  rise  in  the  price  of  Indian,  111. 

Rings,  40. 

Rochdale  Equitable  Pioneers'  Society, 
80,  81. 

Rodbertus,  Karl  Johann,  30 ;  his 
theory  of  rent,  profit,  and  wages,  30. 

Rogers,  Professor  Thorold,  on  retail 
dealers,  80  ;  on  guilds,  190  ;  his 
work  on  "prices,''  237. 

Roscher,  William,  239,  240. 
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Hiipoc,  value  of,  100  ;  its  jnuclinsing 
power,  110  ;  its  gold  value,  112  ; 
otlVct  of  its  ilonreciation,  113  ;  pro- 
posals for  u  hxity  of  its  sterling 
value,  113;  ell'ect  of  Oovcrnuient 
policv  on  its  value,  114. 

Ku.skiu",  3. 

Russia  Company,  The,  193. 

Rutherford,  Dr,  82, 

St  Simox,  27. 

Say,  Jean  Baptiste,  231  ;  Ricardo's 
oj.inion  of,  231,  232. 

Scarulli,  Caspar,  198. 

Schatlle,  24,  27,  30;  "Social  Sys- 
tem," 240,  241. 

SchmoUer,  240. 

Schulze-Delitzsch,  29  ;  co-operative 
banking,  81. 

Schweitzer,  34. 

Seigniorage,  93. 

Senior,  Nassau,  68  ;  on  Tithe,  162. 

Serra,  Antonio,  198. 

Settlement,  Law  of,  178. 

Shakers,  the,  23,  79. 

Sheffield  Trades  Council,  70. 

Sherman  Act,  97,  110,  113  ;  the 
effect  of  its  repeal  on  Indian 
finance,  113. 

Shipton,  George,  70. 

Sidgwick,  Prof.  H.,  2  ;  on  Ricardo's 
Theory  of  Rent,  224  ;  on  J.  S. 
Mill,  228. 

Silver,  the  material  of  money,  92  ; 
considerations  on  as  a  sole  legal 
tender,  99  ;  opinion  of  binietallists 
on,  99  ;  value  of,  relatively  to  gold, 
100  ;  tables  of  silver  production, 
107,  108  ;  reasons  for  its  depreci- 
ation, 108,  109  ;  circulation  in 
Austria  and  Germany,  108  ;  its 
demand  in  India,  109  ;  tables  of 
its  importation  into,  109  ;  propo- 
sals for  relief  of  Indian  Govern- 
ment owing  to  its  depreciation, 
113.     See  also  Precious  Metals, 

Sismondi,  John  Charles,  232. 

Slaney,  Mr,  82. 

Slave  labour,  41. 

Smith,  Adam,  rates  of  wages,  49, 
50  ;  his  Canons  of  Taxation,  154, 
155,  214  ;  contents  and  summary 
oiThe  Wealth  of  Nations,  213-218; 


on  wages,  213  ;  on  capital,  213  ; 
on  labour,  213  ;  on  the  various 
forms  of  industry,  214 ;  on  the 
systems  of  political  economy,  214  ; 
on  the  method  of  The  JVcalth  of 
Nations,  215  ;  interest  of  the  com- 
munity, how  best  obtained,  215, 
216  ;  on  the  interference  of  Govern- 
ment, 216  ;  erroneous  views  in 
Smith's  book,  217  ;  influence  of 
Smith's  writings,  218,  219. 

Small  proprietors,  14. 

Social  Democratic  Federation,  36. 

Socialism,  24  ;  definition  and  aims, 
24,  25  ;  State  Socialism,  25,  150 
Anarchic  Socialism,  25-27,  33  ;  St 
Simonism,  27  ;  Fourierism,  27 
Lassalle's  idea  of,  29,  30  ;  acade 
mic,  31  ;  ]\Iarx's  Socialism,  32 
Principles  of  the  Berne  Congress 

34  ;  Universal  Congress  at  Ghent 

35  ;  George's  Progress  and  Poverty. 
35 ;    attitude   of   Church   to,  37 
Christian  Social  Union,  37  ;  Social 
ism     V.      Private     Projterty,    39 
benefits  of  Socialism,  40  ;  Theory 
of  Wages,  47  ;  New  Unionism,  77 
French  Socialism,   77  ;    Socialistic 
Corporations,  77. 

"  South  Sea  Company,"  the,  207. 

Spencer,  Herbert,  4. 

Staff'ord,  AVilliam,  198. 

"Standard  of  Value,"  96. 

Staple,  Statute  of  the,  192. 

Statistics,  definition  of,  2. 

Statute  of  Apprentices,  67,  70  ; 
Conspiracy  and  Protection  of  Pro- 
perty Act,  72  ;  Criminal  Law 
Amendment  Act,  72  ;  Elcho's 
Master  and  Servant  Act,  70  ; 
Employers  and  "Workmen  Act,  72  ; 
Statute  of  Frauds,  14  ;  Friendly 
Societies  Act,  69-71  ;  Industrial 
and  Provident  Societies  Act,  82  ; 
Statute  of  Labourers,  194  ;  Statute 
of  Merchants,  128,  190  ;  Parish 
Councils  Act,  52. 

Steuart,  Sir  James,  210. 

Stewart,  Dugald,  on  Adam  Smith, 
215. 

Strikes,  66,  69. 

Sully,  Duke  of,  his  financial  mea- 
sures, 199. 
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Supply,  definition  of,  86  ;  how  in- 
creased, 86  ;  effects  of  its  excess, 
89. 

Syndicates,  40. 


Taxation,  on  imports,  142  ;  on 
land  produce,  143  ;  Adam  Smith's 
canons,  154,  155  ;  certainty  and 
uncertainty  of,  154  ;  convenience 
of  levy,  154  ;  ways  in  which  a  tax 
may  affect  the  people,  155  ;  evasion 
of,  155  ;  equality  of  taxation,  155, 
156  ;  Mill  on  equality  of  taxation, 
156  ;  Income  Tax,  156,  157  ;  Mill 
on  Income  Tax,  157  ;  direct  taxa- 
tion, 158-161  ;  definition  of  a 
direct  tax,  158  ;  incidence  of  In- 
come Tax,  158  ;  taxation  of  un- 
earned increment,  158  ;  effect  of 
tax  on- trade  profits,  159  ;  tax  on 
wages,  159  ;  objection  to  Income 
Tax,  159  ;  house  tax,  160  ;  tax  on 
building  rent,  160  ;  tax  on  ground 
rents,  160,  161  ;  Mill  on  house 
tax,  161  ;  indirect  taxation,  161- 
164 ;  its  incidence,  161  ;  evil 
effects  of  taxation  of  necessities, 
161,  162  ;  Tithe,  162  ;  Commuta- 
tion of  Tithes  Act,  162  ;  Customs 
duties  on  land  2'>i'oduce,  163  ;  re- 
peal of  the  Corn  Laws,  164  ;  taxes 
on  purchases  and  sales,  164  ;  taxes 
on  contracts,  164  ;  tax  on  news- 
papers, 164  ;  law  taxes  and  fees, 
164  ;  Mill  on  taxation  of  commodi- 
ties, 165  ;  taxes  on  luxuries,  165  ; 
on  stimulants,  165  ;  on  imported 
articles,  165  ;  Fawcett  on  taxation 
of  commodities,  165  ;  evil  effects 
of  taxing  home  commodities,  166, 
167  ;  local  taxation,  175-180  ; 
difference  of  local  from  Imperial 
taxation,  175  ;  how  to  raise  local 
taxes,  175  ;  confusion  of  present 
state  of  local  taxation,  175  ;  Poor 
Law,  176-179. 

Tempest,  Sir  Thomas,  196. 

Temple,  Sir  William,  202. 

Tithe.     See  Taxation. 

Title.     See  Land. 

Todt,  Pastor,  37. 

Tooke,  Mr,  on  bank  issues,  125. 


Toynbee,  Arnold,  his  influence  and 
published  works,  245,  246. 

Trades  Council,  London,  69,  70. 

Trades  Guardian  Association,  Livei- 
pool,  69. 

Trades  Unionism,  66,  67  ;  Builders' 
Union,  67  ;  Miners'  Union,  68  ; 
Combination  Acts,  68  ;  Robeit 
Owen's  idea  of,  68 ;  Nassau  Senior's 
Report,  68 ;  Chartists,  68  ; 
National  Association  of  United 
Trades,  68  ;  Amalgamated  Society 
of  Engineers,  69  ;  Carpenters' 
Union,  69  ;  Glasgow  and  Sheffield 
Trades  Councils,  70  ;  Royal  Com- 
mission on,  70  ;  The  Commission 
of  1869,  71  ;  Trades  Union  Act, 
1871,  71  ;  Manchester  Meeting, 
1868,  72  ;  National  Trades  Union 
Congress,  72 ;  Trades  Union  of 
Women,  72  ;  Sheffield  Congress, 
1874,  72  ;  National  Federation  of 
Associated  Employers  of  Labour, 
72  ;  National        Agricultural 

Labourers'  Union,  72  ;  Recom- 
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